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FISCAL  IMPACTS  OF  ALTERING 
MONTANA'S  LIQUOR  DISTRIBUTION  SYSTEM 

I.      Conclusions 

State  government  could  realize  approximately  the  same  amounts 
of  revenue  and  the  consumer  would  pay  lower  prices  if  the  present  state-owned 
liquor  and  wine  retailing  system  were  abolished.   We  therefore  conclude 
that  it  is  economically  feasible  and  desireable  to  abolish  the  state 
retail  system. 

These  conclusions  are  based  on  the  following  premises: 

1.  The  state  would  continue  to  purchase  all  liquor  from  manufacturers 
and  would  perform  all  wholesaling  functions. 

2.  A  new  license  category  would  be  established  to  permit  liquor 
sales  for  off-premises  consumption  only.   A  new  quota  system  for  these 
licenses  would  need  to  be  established  which  would  provide  adequate 
numbers  of  package  retail  outlets. 

3.  Wine  would  be  sold  at  retail  under  the  same  type  of  license  as 
beer  is  presently  sold. 

4.  Bars,  taverns  and  restaurants  would  continue  to  sell  by  the 
drink  and  could  also  receive  off-premises  licenses. 

5.  Buyers  would  pay  all  freight  costs  from  the  central  state  ware- 
house and  would  arrange  all  freight  shipments. 

6.  Retailers  would  apply  the  recommended  excise  tax  on  the  final 
sale  and  remit  the  proceeds  to  the  state. 

7.  Limitations  on  retail  price  markups  would  be  implemented  by  the 
legislature  to  the  extent  that  increased  numbers  of  off-premises  licenses 
were  limited. 


8.   The  state  would  not  involve  itself  in  regulating  promotional 
and  advertising  efforts  of  the  liquor  industry. 

We  further  conclude  that  the  magnitude  of  the  present  markup  plus 
tax  (which  also  would  need  to  be  applied  under  a  private  retail  structure 
if  present  state  revenues  are  to  be  maintained)  is  probably  excessive 
and  that  the  legislature  should  consider  reducing  the  levy. 

II.      Summary  of  Findings 

1.  Montana  would  realize  a  significant,  sustained  increase  in 
per  capita  sales  of  wine  if  the  state  retail  system  were  abolished  and 
the  product  made  readily  accessible  in  private  package  stores.   Based  on 
the  present  underachievement  in  sales  as  well  as  the  increases  experienced 
when  other  states  opened  wine  sales  to  competition,  a  doubling  of  sales 

is  projected. 

2.  Retail  wine  prices  in  state-owned  stores  are  excessive 
when  compared  with  prices  paid  in  other  states — particularly  those  with 
the  same  market  structure.   This  excessive  price  is  caused  by  a  high 
markup  on  cost  combined  with  an  excise  tax. 

3.  Prices  of  wine  products  purchased  from  private  retailers 
in  Montana  exceed  those  of  any  state. 

4.  The  excessive  price  of  wine  sold  at  a  state  store  is  due 
primarily  to  what  amounts  to  an  81  percent  sales  tax  on  the  product. 
The  inordinate  price  of  wine  purchased  at  a  private  store  is  due  to  the 
compounding  of  the  state  markup  with  a  40  percent  private  markup. 

5.  The  decontrol  of  wine  and  liquor  sales  at  the  wholesale 
level  would  remove  Montana  consumers  from  the  protection  of  the  Des 
Moines  Warranty  and  could  partially  offset  retail  price  reductions  that 
otherwise  could  occur.   Wholesale  costs  would  also  be  higher  if  handled 
by  private  firms. 
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6.  The  removal  of  the  state  from  retailing  wine  would  serve 
to  lower  consumer  prices  while  increasing  present  state  revenues. 

7.  Montana  would  realize  at  least  a  modest,  sustained  in- 
crease in  per  capita  liquor  sales  if  the  state  retail  system  were 
abolished  and  the  product  were  readily  accessible  at  private  package 
stores.   An  increase  of  at  least  ten  percent  seems  certain. 

8.  The  price  of  liquor  in  state-owned  stores  is  slightly 
higher  than  the  average  of  other  states.   The  range  is  from  24  percent 
lower  to  37  percent  higher. 

9.  The  price  of  liquor  in  private  retail  stores  exceeds  that 
of  any  other  state  by  from  one  percent  to  71  percent. 

10.  Because  a  significant  portion  of  retail  sales  is  made  from 
private  retail  outlets  and  because  of  the  high  price  of  liquor  and  wine 
at  those  outlets,  Montana  consumers  on  the  average  pay  an  inordinately 
high  price  for  liquor  and  wine. 

11.  The  higher  prices  of  liquor  in  Montana  is  due  to  a  com- 
bination of  higher  price  markups  and  excise  taxes. 

12.  The  inordinate  price  of  liquor  at  private  retail  outlets 
is  caused  by  compounding  state  and  private  retail  markups. 

13.  The  present  markup  structure  discriminates  against  lower- 
priced  and  domestically-produced  products.   The  markups  serve  to  dis- 
courage price  competition. 

14.  Floor  prices  discourage  price  competition  and  raise  the 
price  of  liquor  to  Montana  consumers. 

15.  The  combination  of  floor  prices  along  with  a  protective 
pricing  policy  serves  to  remove  effective  price  competition  from  pro- 
ducts rectified  in  Montana. 


-3- 


16.  State  government  would  lose  approximately  $1  million  of 
revenues  annually  if  state  retailing  of  only  liquor  were  abolished  and 
present  state  store  prices  were  charged  in  private  outlets. 

17.  State  government  could  realize  approximately  the  same 
annual  revenue  from  liquor  and  wine  taxes  if  the  present  state-owned 
retail  system  were  abolished  and  present  state  prices  not  increased. 

18.  Operating  state  liquor  stores  is  one  of  the  least  efficient 
ways  to  generate  state  revenues. 

19.  Regardless  of  whether  the  legislature  ultimately  deter- 
mines to  decontrol  retail  wine  and  liquor  sales,  serious  consideration 
should  be  given  to  lowering  the  present  tax-markup. 

20.  The  rate  of  alcohol  abuse  may  be  marginally  increased  if 
liquor  and  wine  sales  were  decontrolled.   However,  such  a  minimal  increase 
likely  could  be  more  than  offset  by  altering  the  drinking  age  and  the 
marketing  structure  of  alcohol  on  Indian  reservations. 

Under  a  decontrolled  revenue  structure,  revenue  for  alcohol 
abuse  programs  would  be  increased  62  percent  by  1980. 

III.      Purpose  of  Study 

The  joint  subcommittee  on  wine  and  liquor  retailing  was  as- 
signed to  review  the  operations  of  the  state  liquor  monopoly.   This 
committee  was  charged  with  drafting  appropriate  legislation  if  it  found 
a  need  for  an  alternative  marketing  structure  to  the  present  liquor  and 
wine  monopoly. 

The  committee  requested  the  office  of  legislative  fiscal  analyst  to 
conduct  an  economic  feasibility  analysis  of  altering  the  present  market 
structure. 
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The  analysis  sought  to  determine  what  the  economic  impact  would  be, 
both  to  the  consumer  and  state  government,  of  removing  the  state  from 
either  the  wholesale  or  the  retail  sale  of  wine  or  liquor.   The  major 
factors  considered  include: 

1.  Retail  Prices.  Montana  liquor  and  wine  prices  are  among  the 
highest  in  the  country.  Any  alternative  that  suggested  higher  retail 
prices  was  viewed  as  economically  infeasible. 

2.  Revenues  to  the  State.   A  mandate  of  the  study  was  to  explore 
alternatives  to  the  present  marketing  structure  that  would  "assure  no 
reduction"  from  the  presently  realized  revenues.   The  revenues  now 
realized  from  the  sale  of  alcoholic  beverages  consist  primarily  of 
monopoly  profits  and  excise  taxes  levied  on  the  value  of  liquor  and  wine 
products  sold.   Obviously  if  any  of  the  alternatives  (other  than  re- 
taining the  present  operation)  is  chosen,  the  present  monopoly  profits 
would  be  reduced  (i.e.  each  of  the  alternatives  describes  a  curtailment 
of  state  operations).   Clearly,  if  any  of  the  alternatives  is  to  be 
found  economically  feasible,  an  offsetting  revenue  increase  must  be 
found. 

While  the  study  determines  the  economic  feasibility  of  alternative 
marketing  structures,  it  offers  no  final  recommendation  that  these  al- 
ternatives be  chosen.   Under  the  legislative  mandate  of  the  study,  it 
clearly  is  the  duty  of  the  joint  subcommittee  to  carry  a  final  recom- 
mendation to  the  legislature. 

IV.      The  Present  Liquor  Monopoly 

Montana's  liquor  monopoly  is  housed  in  an  antiquated  central 
warehouse  (to  be  replaced  under  a  1975  legislative  appropriation)  located 
in  Helena  and  147  state-operated  retail  stores.   These  stores  are 


located  in  each  of  the  56  county  seats  and  in  other  towns  throughout  the 
state.   Approximately  307  employees  work  in  state  stores.   An  additional 
35  employees  work  in  the  warehouse  and  in  administration.   The  monopoly 
had  an  operating  budget  of  $4,345,538  for  fiscal  1976. 

While  the  state  is  thought  of  as  a  liquor  monopoly  state,  more  than 
half  of  the  liquor  and  wine  consumed  in  the  state  is  retailed  through 
1,478  private  outlets  such  as  taverns  and  bars.   Montana  is  unique  be- 
cause it  has  two  retailing  systems,  a  state  monopoly  and  a  private 
system  which  purchases  from  the  monopoly.   All  purchases  made  from  a 
state  store,  whether  by  private  outlets  or  individual  consumers  are  at 
the  same  price.   However,  cases  are  purchased  at  a  five  percent  discount 
which  gives  a  substantial  price  break  to  private  retail  outlets. 

Table  la  details  annual  financial  statistics  of  the  state  monopoly 
since  its  inception.   Table  1  illustrates  the  percentage  contribution  of 
liquor  and  wine  revenues  to  the  general  fund  since  fiscal  1965.   The 
percentage  contribution  approximates  nine  percent  in  fiscal  1975  but  has 
been  steadily  declining  for  ten  years. 


Table  1.   Percent  of  General  Fund  Revenue 
Contributed  by  Liquor  Monopoly-'- 


1 

%  Of 

State  Excise 

%  Of 

Total  As 

Fiscal 

Liquor  Profit 

General 

Tax  Distributed 

General 

%  Of 

Total  General 

Year 

Distribution 
$3,100,000 

Fund 
6.8 

To  General  Fund 
$2,931,303 

Fund 
6.4 

General  Fund 
13.3 

Fund  Revenue 

964-65 

$  45,458,318 

965-66 

3,600,000 

7.4 

3,111,384 

6.4 

13.8 

48,701,508 

966-67 

3,350,000 

6.5 

3,266,766 

6.3 

12.8 

51,548,175 

967-68 

3,500,000 

6.1 

3,412,745 

5.9 

11.9 

57,829,278 

968-69 

3,750,000 

5.6 

3,607,392 

5.4 

11.0 

66,707,299 

969-70 

4,653,815 

6.2 

3,914,084 

5.2 

11.5 

74,626,788 

970-71 

4,878,745 

6.3 

4,234,021 

5.4 

11.7 

78,010,512 

971-72 

5,950,000 

6.3 

4,719,763 

5.0 

11.2 

95,176,800 

972-73 

4,500,000 

4.0 

5,049,755 

4.5 

8.5 

112,569,761 

973-74 

8,675,600 

6.6 

5,297,121 

4.0 

10.6 

131,756,689 

974-75 

7,738,305 

5.0 

5,976,978 

3.9 

8.9 

154,775,113 
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Table  la.   Sales,  Expenses,  Profits  and  State  Revenue 
From  the  Sale  of  Liquor  1934-1975^ 


Operating 

Profit  As  A 

General  Fund 

Sales^^^ 

Operating 

Operating 

Percentage 

Distribution 

State 

Expenses 

Profits 

Of  Sales 

Of  Profits 

Excise  Tax 

1934 

$  2,613,390 

$   350,805 

$   722,214.57 

27.6 

$   10,000.00 

1935 

4,704,319 

604,754 

1,134,386.56 

24.1 

1,000,000.00 

1936 

6,231,436 

741,690 

1,552,477.88 

24.9 

1,400,000.00 

1937 

6,657,774 

757,784 

1,688,731.78 

25.4 

1,405,000.00 

$   375,425.50 

1938 

5,623,348 

654,734 

1,374,790.88 

24.4 

1,500,521.70 

428,924.30 

1939 

5,562,034 

642,076 

1,364,445.13 

24.5 

1,508,979.34 

479,001.80 

1940 

5,922,412 

661,440 

1,401,235.66 

23.7 

1,305,000.00 

519,987.66 

1941 

6,543,386 

713,834 

1,530,374.48 

23.3 

1,400,000.00 

573,999.45 

1942 

8,479,193 

729,904 

1,994,472.61 

23.5 

1,500,000.00 

737,320.28 

1943 

9,672,902 

718,649 

2,045,450.67 

21.1 

1,200,000.00 

781,107.43 

1944 

10,937,411 

777,810 

1,852,609.84 

16.9 

611,740.69 

951,169.51 

1945 

12,930,757 

827,780 

1,814,539.25 

14.0 

650,000.00 

1,034,460.57 

1946 

16,999,797 

972,560 

2,901,552.04 

17.1 

2,000,000.00 

1,359,983.77 

1947 

14,894,511 

1,048,529 

2,521,892.89 

16.9 

2,000,000.00 

1,191,560.93 

1948 

15,187,667 

1,096,650 

2,673,560.59 

17.6 

5,000,000.00 

1,215,013.38 

1949  (6mo)  7,078,660 

1,651,514 

1,212,213.51 

17.1 

1,250,000.00 

566,292.84 

1949-50 

14,355,279 

1,210,631 

2,473,713.59 

17.2 

3,500,000.00 

1,148,422.33 

1950-51 

16,322,119 

1,298,103 

3,065,033.98 

18.8 

2,500,000.00 

1,305,769.60 

1951-52 

16,158,507 

1,345,116 

2,839,874.04 

17.6 

2,800,000.00 

1,292,680.56 

1952-53 

17,563,262 

1,420,019 

3,020,552.39 

17.2 

3,000,000.00 

1,405,061.03 

1953-54 

17,139,191 

1,354,104 

3,117,965.90 

18.2 

3,250,000.00 

1,371,135.29 

1954-55 

17,046,540 

1,370,254 

3,165,056.52 

18.6 

2,750,000.00 

1,363,723.28 

1955-56 

17,533,685 

1,456,928 

3,190,883.59 

18.2 

3,250,000.00 

1,402,694.87 

1956-57 

19,796,719 

1,530,601 

3,805,449.48 

19.2 

3,000,000.00 

1,583,737.56 

1957-58 

14,046,887 

1,581,589 

2,237,857.71 

15.9 

3,000,000.00 

1,328,856.30 

1958-59 

16,282,896 

1,582,505 

2,820,549.23 

17.3 

2,750,000.00 

1,960,241.57 

1959-60 

16,084,471 

1,624,187 

2,767,427.47 

17.2 

2,750,000.00 

2,573,515.48 

1960-61 

16,292,078 

1,700,720 

2,741,858.18 

16.8 

3,000,000.00 

2,606,732.60 

1961-62 

16,772,416 

1,781,698 

2,873,769.93 

17.1 

3,500,000.00 

2,683,586.70 

1962-63 

17,385,228 

1,919,665 

2,896,000.29 

16.7 

3,000,000.00 

2,781,636.59 

1963-64 

17,432,207 

2,059,527 

2,922,799.63 

16.8 

2,500,000.00 

2,789,153.15 

1964-65 

18,320,645 

2,108,286 

3,099,134.82 

16.9 

3,100,000.00 

2,931,303.27 

1965-66 

19,446,155 

2,146,165 

3,335,733.93 

17.2 

3,600,000.00 

3,111,384.86 

1966-67 

20,417,292 

2,193,761 

3,553,892.32 

17.4 

3,350,000.00 

3,266,766.84 

1967-68 

21,329,660 

2,338,619 

3,881,672.31 

18.2 

3,500,000.00 

3,412,745.64 

1968-69 

22,546,203 

2,587,181 

4,078,763.62 

18.1 

3,750,000.00 

3,607,392.53 

1969-70 

24,462,865 

2,677,222 

4,931,050.82 

20.2 

4,653,815.00 

3,914,084.94 

1970-71 

26,462,096 

2,800,760 

5,225,969.48 

19.7 

4,878,745.00 

4,234,021.74 

1971-72 

29,497,440 

3,162,354 

6,624,576.22 

22.5 

5,950,000.00 

4,719,763.08 

1972-73 

31,561,164 

3,331,577 

7,704,053.13 

24.4 

4,500,000.00 

5,949,755.29 

1973-74 

33,107,005 

3,418,004 

7,274,480.90 

22.0 

8,675,600.00 

5,297,121.00 

1974-75 

35,158,694 

3,782,348 

7,521,853.00 

21.4 

7,738,305.00 

5,976,978.00 

(a)   Sales  are  exclusive  of  excise  tax.   Excise  taxes  shown  do  not  include  the  county 
license  tax  which  is  levied  by  the  state. 
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V.       Alternatives  in  Marketing  Wine 

A.   The  Present  Market  Structure 

Wine  is  available  in  Montana  for  retail  purchase  at  state 
retail  liquor  outlets  and  private  licensed  retail  establishments.   The 
private  establishments  sell  the  product  at  markups  as  high  as  67  percent 
over  the  state-controlled  price.   Since  the  private  establishments  must 
purchase  wine  at  the  same  retail  price  as  any  consumer  (a  5%  case  dis- 
count is  available  to  all  purchasers  but  benefits  primarily  the  private 
establishments),  wine  purchased  at  a  bar  or  tavern  is  more  expensive 
than  if  purchased  at  a  state  store. 

All  wine  is  sold  through  the  state  liquor  warehouse.   The  product 
is  not  available  in  grocery  or  drug  stores. 

As  previously  discussed,  Montana's  wine  marketing  system  is  unique 
among  the  states  in  that  both  monopoly  and  private  retail  structures 
exist.   In  only  five  other  states  (Iowa,  New  Hampshire,  West  Virginia, 
Pennsylvania  and  Utah)  does  the  state  play  a  major  role  in  the  retailing 
of  wine.   Mississippi  and  Wyoming  sell  both  liquor  and  wine  at  wholesale 
only. 

A  total  of  16  states  do  not  allow  the  private  retail  sale  of  wine 
in  grocery  or  drug  stores.   However,  control  states  such  as  Montana  and 
West  Virginia  may  license  small  rural  grocery  or  drug  stores  as  state 
agents  to  sell  wine  and  liquor  at  a  price  set  by  the  monopoly. 

Of  the  states  which  perform  the  retailing  and/or  wholesaling 
functions  of  selling  wine,  some  exert  more  control  than  others.   Utah, 
for  example,  allows  no  sale  of  liquor  or  wine  outside  of  state  stores. 
North  Carolina  operates  what  is  essentially  a  wholesale  warehouse  (the 
state  actually  has  established  a  bailor-bailee  relationship  with  the 
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distillers  and  wineries)  which  sells  to  local  government  retail  monopolies. 
No  liquor  can  be  consumed  in  bars  in  North  Carolina.   Of  the  states 
which  do  not  directly  participate  in  the  distribution  of  wine,  Kansas 
prohibits  the  consumption  of  wine  in  bars. 

Because  there  is  such  a  wide  spectrum  of  controls  placed  on  the 
sale  of  wine,  any  distinction  between  states  with  "open"  (i.e.  privately- 
owned)  or  "closed"  (i.e.  state-controlled)  sales  is  somewhat  arbitrary. 
All  states  impose  some  controls  on  licensing,  hours  of  operation,  age  of 
consumers  etc. 

When  used  in  this  report,  the  terms, 

1.  "Open"  and  "license",  refer  to  a  state  where  privately-operated 
enterprises  are  substantially  free  of  state  price  and  product  selection 
control; 

2.  "Control",  refers  to  a  state-operated  enterprise  even  though 
private  distribution  channels  exist. 

B.   Experience  in  Other  States 

Several  states  which  sell  liquor  through  a  state  monopoly 
allow  wine  to  be  sold  in  a  more  competitive  environment.   Several  of 
these  liquor  control  states  have  recently  allowed  both  private  whole- 
saling and  retailing  of  wine.   Idaho,  Maine,  Virginia  and  Washington 
provide  interesting  case  studies  of  market  behavior  as  the  basic  dis- 
tribution structure  is  changed  and  wine  sales  are  decontrolled. 

Table  2  reflects  the  growth  in  wine  case  sales  in  the  states  which 
have  recently  changed  from  a  control  to  an  open  wine  distribution 
system. 
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lO 

tne 

rginia 

shington 


Table  2.   Case  Sale  Trends  For  Control  States 
That  Opened  Wine  Sales-^ 


2  Yrs.  Before   1  Yr.  Before 


94,424 
144,457 
584,421 
733,385 


110,599 
164,739 
593,881 
836,460 


Yr.  Wine 
Opened 

303,660 

664,222 

1,303,983 

1,922,082 


1  Yr.  After   2  Yrs.  After   3  Yrs.  Aft 


er 


366,665 

445,873 

1,566,115 

2,037,214 


351,876 

439,446 

1,797,502 

2,297,697 


365,572 

517,572 

1,865,232 

2,516,020 


The  data  in  table  2  illustrate  that  the  sales  of  wine  increase 
markedly  when  state  control  is  removed. 

The  following  chart  details  the  respective  years  each  of  the  states 
opened  wine  sales. 


Idaho 

1971 

Maine 

1971 

Virginia 

1969 

Washington 

1969* 

Since  the  size  of  a  state's  population  is  a  major  factor  in  deter- 
mining wine  sales,  it  is  necessary  to  isolate  the  impact  of  decontrol 
from  the  impact  of  population  size.   Table  3  adjusts  the  previous  data 
to  per  capita  sales. 

Table  3.   Gallons  of  Wine  Sold  Per  Capita^ 
2  Yrs.  Before  1  Yr.  Before  Wine  Opened   1  Yr.  After   2  Yrs.  After   3  Yrs.  After 


iho 

.38 

.44 

1.17 

1.38 

1.20 

1.30 

Lne 

.42 

.47 

1.87 

1.24 

1.21 

1.41 

rginia 

.37 

.37 

.81 

.96 

1.09 

1,12 

shington* 

.66 

.73 

1.64 

1.70 

1.91 

2.10 

Washington  actually  opened  sales  January  1,  1970.   However,  the  substantial  increase  in 
sales  began  in  1969  as  inventories  were  expanded  in  anticipation  of  removing  control. 

The  long-term  impact  of  removing  state  control  has  increased  wine 

sales  dramatically.   Some  people  have  argued  that  while  wine  sales  might 
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increase  after  being  opened  to  competition,  the  increase  would  be  due 
merely  to  an  inventory  buildup  and  sales  soon  would  fall  to  previous 
levels.   The  statistics  shown  above  discredit  that  argument.   The 
average  increase  of  sales  on  the  year  wine  sales  were  opened  to  com- 
petition is  177  percent — nearly  a  tripling  of  previous  per  capita  sales. 
Three  years  later,  sales  average  13  percent  above  the  level  attained 
when  sales  were  first  opened.   In  contrast,  nationwide  sales  increased 
9.2  percent  in  1969  and  14.4  percent  in  1971  exclusive  of  the  newly 
opened  states. 

While  the  data  are  not  conclusive  as  to  why  wine  sales  are  higher 
after  decontrol,  two  factors  are  obviously  present:   price  reduction  and 
product  accessibility.   The  impact  of  decontrol  on  price  is  a  function 
of  the  tax  structure  imposed  on  the  product,  the  reaction  of  wineries  in 
selling  to  private  wholesalers,  and  the  competitive  environment  in  both 
the  private  wholesale  and  retail  markets.   Of  the  states  that  have 
opened  wine  sales,  only  Idaho  has  higher  prices  than  Montana.   Of  the 
five  states  which  continue  to  control  retail  sales,  only  West  Virginia 
has  higher  prices  (one  percent  higher)  than  Montana.   New  Hampshire 
(which  operates  both  a  wholesale  and  retail  monopoly)  retails  wine  at  70 
percent  of  the  Montana  price. 

The  reaction  of  wineries  to  a  state  removing  wholesale  and  retail 
control  is  related  to  the  protection  offered  a  control  state  under  the 
"Des  Moines  Warranty".   This  protection  can  be  particularly  important  to 
a  relatively  remote  and  thinly  populated  state  as  Montana.   The  probable 
consequences  of  removing  the  state  from  the  protection  of  the  warranty 
are  explored  later  in  the  report. 
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While  increases  in  wine  sales  in  the  only  states  that  have  opened 
wine  to  competition  are  impressive,  they  do  not  seem  totally  conclusive 
for  determining  the  economic  feasibility  of  a  change  in  the  Montana 
marketing  structure.   It  is  conceivable  that  due  to  the  unique  demo- 
graphic and  economic  circumstances  of  each  state,  Montana's  wine  con- 
sumption and  sales  would  not  increase  in  a  commensurate  fashion. 
C.   Economic-Demographic  Analysis 

In  analyzing  the  economic-demographic  effects  on  the  sale 
of  wine,  30  variables  for  each  of  the  fifty  states  were  examined  to 
determine  which  were  the  most  important  in  explaining  variations  in  per 
capita  sales.   The  analysis  identified  the  following  six  variables  as 
the  most  significant  in  explaining  variations  in  adult  per  capita  sales 
in  those  states  having  open  wine  sales. 

X-|_  =  Gallons  of  distilled  spirits  sold  per  year  per  legal  age  adult. 

X2  =  The  proportion  of  the  total  population  that  live  in  an  urban  area 
and  in  places  of  2,500  inhabitants  or  more. 

X3  =  Proportion  of  the  total  population  which  is  white. 

X4  =  Proportion  of  the  total  population  which  is  male. 

Xc  =  Average  household  effective  buying  income. 

Personal  income  (wages,  salaries,  interest,  dividends,  profits  and 
property  income  less  federal,  state  and  local  taxes)  divided  by  the 
number  of  households. 

X5  =  Buying  Power  Index. 

A  weighted  index  that  converts  population,  effective  buying  Income 
and  retail  sales  into  a  measurement  of  a  market's  ability  to  buy 
and  expresses  it  as  a  percentage  of  the  U.S.  potential. 


The  equation  of  the  model  is  as  follows  where  S^^  =  per  capita  adult 
wine  sales: 

-26.95  +  .8732(X3^)  +  .03421(X2)  +  .02159(X3)  +  .5008(X4)  -  .0001929(X5)  +  •1480(X6) 
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Table  4  details  each  decontrolled  state's  projected  and  actual 
sales  from  the  model.   Montana's  figures  are  also  shown. 


Table  4.   Comparison  of  Actual  and  Projected  Sales  of 
Wine  in  Decontrolled  States  Plus  Montana  (Gallons  Per  Capita)^ 


rizona 

rkansas 

alifornia 

olorado 

onnecticut 

elaware 

lorida 

eorgia 

awaii 

laho 

llinois 

idiana 

ansas 

2ntucky 

juisiana 

liine 

Iiryland 
issachusetts 
ILchigan 
ILnnesota 
ILssouri 
hbraska 
l;w  Jersey 

:w  Mexico 

!w  York 
|)rth  Dakota 

lio 

;lahoma 

lode  Island 

luth  Carolina 

lUth  Dakota 

innessee 

xas 

rmont 

rginia 

shington 

st  Virginia 

scons in 

'NTANA 


Actual 

Sales 

2 

.670 

1 

.050 

5 

.690 

3 

.360 

2 

.660 

2 

.090 

2 

.470 

1 

.380 

2 

.590 

2 

.050 

2 

.750 

1 

.100 

1 

.020 

.810 

1 

.630 

2 

.060 

2 

.670 

2 

.800 

2 

.170 

1 

.520 

1 

530 

1 

130 

3 

140 

2 

910 

3 

330 

1 

220 

1. 

630 

1. 

120 

3. 

300 

1. 

830 

1. 

400 

, 

870 

1. 

520 

3. 

700 

1. 

930 

3. 

730 

, 

710 

1. 

990 

Projected 

Actual  Over 

Sales 

(Under)  Projection 

2.495 

.175 

.5876 

.4624 

4.865 

.825 

3.316 

.044 

2.028 

.632 

2.661 

(.571) 

3.356 

(.886) 

1.415 

(.035) 

2.477 

.113 

1.402 

.648 

3.195 

(.445) 

1.184 

(.084) 

1.201 

(.181) 

1.405 

(.595) 

1.096 

.534 

1.427 

.633 

2.891 

(.221) 

2.836 

(.036) 

2.096 

.074 

2.312 

(.792) 

1.674 

(.144) 

1.582 

(.452) 

2.479 

.661 

2.428 

.482 

3.225 

.105 

2.259 

(1.039) 

1.822 

(.192) 

1.577 

(.457) 

2.983 

.317 

1.931 

(.101) 

1.695 

(.295) 

.7422 

.1278 

2.334 

(.814) 

2.721 

.979 

1.810 

.120 

2.689 

1.041 

.4637 

.2463 

2.749 

(.759) 

%  Over 
(Under)  Projection 


7 

.0 

78 

.7 

17 

.0 

1 

.3 

31 

.2 

(3 

.8) 

(20 

.7) 

(2 

.5) 

4 

.6 

46 

.2 

(13 

.9) 

(7 

.1) 

(15 

.1) 

(42 

.3) 

48 

.7 

44 

.4 

(7 

.6) 

(1 

.3) 

3 

.5 

(34 

.3) 

(8 

6) 

(28 

6) 

26 

7 

19 

9 

3 

3 

(46 

0) 

(10 

5) 

(29. 

0) 

10. 

6 

(5. 

2) 

(17. 

4) 

17. 

2 

(34. 

9) 

36. 

0 

6. 

6 

38. 

7 

53. 

1 

(27. 

6) 

1.330 


2.108 


(.778) 


(36.9) 
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Montana  is  a  significant  "underachiever"  based  on  the  economic- 
demographic  characteristics  of  the  state.   In  1974,  Montana's  per  capita 
sales  was  1.33  gallons.   The  economic-demographic  characteristics  would 
suggest  that  sales  should  be  2.11  gallons.   Why,  then,  is  Montana  sell- 
ing 37  percent  less  wine  than  would  be  expected  from  the  state's  relative 
wealth,  urbanization  and  quantity  of  spirits  sold?   Part  of  that  answer 
would  seem  to  be  that  wine  is  relatively  difficult  to  purchase  given 
Montana's  present  market  structure.   Such  factors  as  relative  inaccess- 
ability  of  the  product,  few  marketing  efforts  and  limited  product 
selection  all  impede  the  sale  of  the  product.   Since  most  states  (44) 
permit  wine  sales  in  the  retail  open  market,  the  relative  product  in- 
accessability  in  Montana  would  seem  to  be  a  deciding  factor  in  explain- 
ing the  relatively  low  per  capita  wine  sales. 

This  conclusion  is  buttressed  when  actual  wine  sales  are  compared 
with  projected  wine  sales  for  the  six  states  not  offering  open  wine 
sales.   (The  projection  is  made  from  the  open  states'  regression  model.) 

Table  5.   Per  Capita  Wine  Sales  (Gallons  Per  Capita) 
of  States  Controlling  Wine  Retail  Sales 

Projected  Actual 

Iowa  .85  .67 

New  Hampshire  5.51  3.14 

Pennsylvania  1.65  1.84 

Utah  1.34  1,27 

West  Virginia  .46  .71 

MONTANA  2.11  I.33 

Average  1.99  1.49 

Table  5  shows  that  four  of  the  six  states  with  state-controlled 

retail  sales  are  underachievers  in  wine  sales.   The  average  amount 

actually  sold  is  one-half  gallon  or  25  percent  less  than  is  projected. 
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The  per  capita  sales  of  the  four  states  which  have  recently  de- 
controlled wine  sales  were  also  compared  to  the  model's  projections. 
Table  6  indicates  that  recently  decontrolled  states  are  all  "overachievers" 
(e.g.  their  economic-demographic  characteristics  suggest  much  lower  per 
capita  sales  than  are  realized) .   This  finding  suggests  that  another 
factor  (which  is  not  isolated  in  the  regression  analysis)  affects  those 
states  which  decontrol  sales.   This  factor  is  likely  that  increased  pro- 
duct accessibility  increases  the  effective  demand. 


Table  6.   1974  Adult  Per  Capita  Wine  Sales,  Actual  and  Projected 
of  Recently  Decontrolled  States  Plus  Montana 


Percent 

Projected 

Over  (Under) 

Actual 

From  Model 
1.40 

Achieved 

2.05 

46 

2.06 

1.43 

44 

1.93 

1.81 

7 

3.73 

2.69 

39 

1.33 

2.11 

(37) 

Idaho 

Maine 

Virginia 

Washington 

MONTANA 


D.   Projected  Effects  of  Decontrolling  Wine  Sales  in  Montana 
The  evidence  presented  above  is  summarized  as  follows : 

1.  States  that  decontrol  wine  sales  experience  dramatic, 
sustained  increases  in  per  capita  sales  of  wine; 

2.  Montana  is  presently  an  "underachiever"  in  the  sale  of 
wine  based  on  the  state's  economic-demographic  characteristics.   (Sales 
are  37  percent  below  the  expectation.); 

3.  On  the  average  other  control  states  also  experienced 
lower  than  expected  per  capita  sales; 

4.  States  that  decontrol  sales  experienced  greater  than 
expected  per  capita  sales. 
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Finding  1 : 

Montana  would  realize  a  significant^   sustained  increase  in  -per 
capita  sales  of  wine  if  the  state  retail  system  were  abolished  and  the 
product  made  readily  accessible  in  private  package  stores.      Based  on  the 
present  underachievement  in  sales  as  well  as   the  increases  experienced 
when  other  states  opened  wine  sales  to  competition,   a  doubling  of  sales 
is  projected. 

E.   Wine  Prices 

A  tempting  measure  of  whether  wine  is  more  efficiently 
marketed  under  a  competitive  or  controlled  environment  is  the  final 
price  the  consumer  must  pay  for  the  product.   In  order  to  determine  the 
relative  prices  of  wine  in  1975,  we  developed  a  questionnaire  to  sample 
wine  prices  among  the  fifty  states.   Table  7  details  the  products  sampled. 

Table  7.   Wine  Products  Sampled  For  Price  Comparisons 
Brands  Size 

1.  Boone's  Farm  Strawberry  1/5  gallon 

2.  Annie  Green  Springs  Cherry  1/5  gallon 

3.  Gallo  Vin  Rose  1/2  gallon 

4.  Mogan  David  Concord  1/5  gallon 

5.  Italian  Swiss  Colony  Grenache  Rose  1/2  gallon 

6.  Gallo  Rhine  Garten  1/2  gallon 

7.  Almaden  Mtn.  Red  Burgundy  1/5  gallon 

8.  Almaden  Mtn.  Rhine  1/5  gallon 

9.  Paul  Masson  Burgundy  1/5  gallon 
10.  Paul  Masson  Chablis  1/5  gallon 

The  sample  includes  products  of  each  of  the  major  wineries  re- 
tailing in  Montana  which  also  represent  various  price  levels.   Due  to 
inaccessability  of  data,  the  price  index  obtained  from  the  sample  was 
not  weighted  as  to  relative  sales.   For  example,  even  though  a  state 
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might  sell  many  more  gallons  of  Boone's  Farm  Strawberry  than  Paul  Masson 
Chablis,  each  product  received  equal  weight  in  the  overall  index. 
Nationwide  figures  on  wine  sales  substantiate  that  Montana's  sales  pattern 
is  representative  of  the  states. 

The  comparative  price  index  numbers  are  shown  in  Table  8.   The 
numbers  are  derived  from  Montana's  base  index  number  which  is  set  at 
1.00  for  easy  comparison. 


Table  8. 


Relative  Wine  Prices  Among  The  States 
(Montana  state-owned  =  1.00) 


License  States 


License  States 


License  States 


Alaska 

1.06 

Indiana 

1.02 

New  Mexico 

.87 

Arizona 

1.02 

Kansas 

1.00 

New  York 

.96 

Arkansas 

1.05 

Kentucky 

1.00 

North  Dakota 

1.04 

California 

.87 

Louisiana 

.74 

Oklahoma 

.68 

Colorado 

.74 

Maryland 

.78 

Rhode  Island 

1.04 

Connecticut 

1.05 

Massachusetts  .92 

S.  Carolina 

1.02 

Delaware 

.93 

Minnesota 

.86 

S.  Dakota 

.86 

Florida 

1.09 

Missouri 

.95 

Tennessee 

1.15 

Georgia 

1.01 

Nebraska 

1.05 

Texas 

.83 

Hawaii 

.99 

Nevada 

.82 

Wisconsin 

.84 

Illinois 

.79 

New  Jersey 

.97 

Control  States 


Control  States 


Alabama 
Idaho 
*Iowa 
Maine 
Michigan 
Mississippi 


.87 
1.08 
.83 
.92 
.99 
.85 


^MONTANA- State-owned  1.00 

*MONTANA-Privately-owned  1.42 

*New  Hampshire  . 70 

**North  Carolina  .94 


Ohio 

.96 

Oregon 

.86 

*Pennsylvania 

.83 

*Utah 

.81 

Vermont 

.90 

Virginia 

.84 

Washington 

.76 

*West  Virginia 

1.01 

Wyoming 

.93 

*  States  which  retail  through  state-owned  stores. 

**North  Carolina  has  in  effect  122  local  monopolies  supervised  by  a 
state  board. 

The  category,  "control  states"  encompasses  all  states  that  have  a 

liquor  monopoly  at  either  the  wholesale  or  retail  level. 
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In  several  of  the  "license  states"  wine  is  not  available  for  sale 
in  grocery  stores.   In  such  an  environment  wine  sales  might  be  relatively 
low  and  prices  relatively  high  as  compared  to  a  "control  state"  that 
allows  grocery  store  sales. 

Montana's  state  prices  are  relatively  high  when  compared  to  the 
other  states.   Only  14  states  have  higher  prices.   Of  the  six  states 
that  retail  wine  from  state-owned  stores  only  West  Virginia  has  higher 
prices  (one  percent  higher)  than  Montana.   This  amount  is  due  to  in- 
creased transportation  costs  of  products  shipped  to  West  Virginia.   New 
Hampshire,  generally  recognized  as  the  most  aggressive  state  retailer, 
retails  wine  at  70  percent  of  the  Montana  price.   Colorado,  an  open 
state  which  enjoys  the  same  FOB  winery  prices  as  Montana,  retails  wine 
at  74  percent  of  the  Montana  retail  price. 

Since  price  components  vary  due  to  alternative  tax  and  markup  rates 
and  due  to  differing  operating  costs  of  open  and  controlled  market 
structures,  it  is  difficult  to  generalize  about  the  reasons  for  the 
price  differential.   However,  among  states  that  pay  identical  FOB  winery 
prices  under  the  provisions  of  the  Des  Moines  Warranty,  price  differ- 
entials are  due  to  the  states'  tax  and  markup  rates  as  well  as  a  small 
amount  for  transportation  costs. 

Table  9  illustrates  that  for  one  inexpensive  wine  (Boone's  Farm 
Strawberry)  and  one  moderately-priced  wine,  (Masson  Chablis)  Montana's 
markup  plus  tax  is  excessive  in  relation  to  the  other  retail-control 
states.   Only  West  Virginia  has  a  higher  price  for  the  moderately-priced 
brand.   This  five  cent  difference  is  accounted  for  by  transportation 
costs. 
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Table  9.   Comparison  of  Markups  in  Control  Wine  States^ 

Boone's  Farm  Strawberry  Paul  Masson  Chablis 

FOB  FOB 

Winery  Consumer  %  Increase  Winery   Consumer   %  Increase 
Price    Price    Over  Cost   Price     Price     Over  Cost 


Iowa 

.46 

1.13 

145% 

1.04 

2.06 

98% 

Mississippi 

.46 

1.21 

163% 

1.04 

2.10 

102% 

MONTANA 

(State-owned) 

.46 

1.35 

193% 

1.04 

2.30 

121% 

New  Hampshire 

.46 

.80 

74% 







N.  Carolina 

.46 

1.13 

146% 

1.04 

2.09 

101% 

Pennsylvania 

.46 

1.00 

117% 

1.04 

2.10 

102% 

Utah 

.46 

1.04 

126% 

1.04 

2.02 

94% 

West  Virginia 

.46 

1.26 

174% 

1.04 

2.35 

126% 

Wyoming 

.46 

1.28 

178% 

1.04 

2.16 

108% 

Finding  2: 

Retail  wine  prices  in  state-owned  stoves  are  excessive  when  com- 
pared with  prices  paid  in  other  states — particularly  those  with  the  same 
market  structure.      This  excessive  price  is  caused  by  a  high  markup  on 
cost  combined  with  an  excise  tax. 

F.   Private  Retail  Markups 

The  excessive  state  retail  price  markup  is  further  ag- 
gravated if  the  product  is  purchased  at  a  private  retail  outlet. 

Two  major  private  wine  retailers  in  Helena  were  surveyed  to  deter- 
mine the  amount  of  markup  charged  above  the  state  retail  price.   Of  17 
brands  and  bottle  sizes  sampled,  the  private  markups  averaged  40  percent 
or  $.89  on  an  unweighted  basis.   The  highest  percentage  markups  occurred 
on  the  relatively  inexpensive  "pop"  wines.   For  example,  the  best 
selling  wine  product  in  the  state,  Boone's  Farm  Strawberry,  had  the 
highest  percentage  markup  of  those  sampled  (90<;:  or  67  percent  above  the 
state  retail  price).   This  product  retails  privately  for  $2.25  a  fifth. 
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an  increase  over  the  46c  FOB  winery  price  of  389  percent.   This  private 
retail  price  exceeds  the  next  highest  state's  price  by  55  percent. 

We  also  observed  that  private  retailers  generally  lower  the  per- 
centage markup  as  a  product's  price  increases.   For  example,  J.  Kay 
Liebfraumilch  Glockenspiel  fifth  had  the  highest  price  markup  at  $1.20 
but  one  of  the  lower  percentage  markups  at  28  percent. 

Finding  3: 

Prices  of  wine  products  purchased  from  private  retailers  in  Montana 
exceed  those  of  any  state. 

G.   Components  of  Montana  Wine  Prices 

In  order  to  determine  the  reasons  for  such  high  wine 
prices,  it  is  necessary  to  segregate  the  factors  contributing  to  the 
price  level.   Table  10  details  the  price  components  of  an  average  wine 
fifth  sold  in  a  state-operated  store.* 

Table  10.   Price  Components  of  Wine  Sold  by  the  State 


$1.85  Total  Retail  Price 

17% .32  State  Excise 

28% .51  State  Profit 

6% - 1 1  Operating  Costs 

5%  -- .10  Freight 

44%- .81  FOB  Winery  Price 


The  "Fifth  referred  to  is  a  calculated  bottle  size  which  is  derived  from  total  gallons 
sold.  This  average  bottle  could  be  expressed  in  any  size.  A  fifth  was  chosen  because 
it  is  the  most  popular  bottle  size. 


-20- 


It  should  be  remembered  that  these  price  components  are  those  of  a 
bottle  sold  at  a  state  retail  store.   If  the  same  bottle  were  purchased 
at  a  private  retail  outlet,  the  price  would  be  approximately  $2.59 — a 
markup  of  40  percent.   The  difference  is  the  private  retailers'  operating 
costs  plus  profits. 

The  price  component  detail  provided  in  Table  10  illustrates  that 
the  excessive  wine  retail  price  in  Montana  is  due  primarily  to  the 
markup  and  excise  tax  applied  to  wine  products.   Nearly  45  percent  of 
the  price  of  a  bottle  of  wine  purchased  from  a  state  retail  store 
accrues  to  the  state  general  fund.   The  revenue  accruing  to  the  state 
amounts  to  an  81  percent  sales  tax  on  the  actual  costs  of  distributing 
and  selling  the  product. 

Finding  4: 

The  excessive  price  of  wine  sold  at  a  state  stove  is  due  primarily 
to  what  amounts  to  an  81  percent  sales  tax  on  the  product.      The  inordinate 
price  of  wine  purchased  at  a  private  store  is  due  to  the  compounding  of 
the  state  markup  with  a  40  percent  private  markup. 

H.   Effects  on  Price  Components  Under  Decontrol 

If  the  state  were  to  decontrol  wine  sales,  the  most  ob- 
vious effect  on  the  price  components  detailed  in  Table  10  would  be  a 
loss  of  the  51c  per  bottle  state  profit. 

A  less  obvious  possible  change  in  the  price  components  under  de- 
control would  be  in  the  price  paid  the  winery  for  the  product. 

Experience  of  other  western  states  is  instructive  in  this  regard. 
Table  11  illustrates  the  comparative  prices  in  several  western  states 
of  a  major  winery.   Of  the  states  shown,  Montana  is  the  only  one  that 
controls  wine  sales. 
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Table  11  illustrates  that  Montana's  present  FOB  winery  prices  are 
as  low  as  any  sampled.   In  contrast,  prices  in  Idaho,  a  state  with  total 
wine  sales  approximating  Montana's,  are  five  percent  or  36<:  per  case 
higher. 

Table  11.   Comparative  FOB  Winery  Prices  in  Selected  Western  States 

Montana   Colorado   Idaho   New  Mexico   Washington   Arizona 


Item  1 

1.00 

1.00 

1.00 

1.00 

1.00 

1.08 

2 

1.00 

1.00 

1.00 

1.00 

1.00 

1.06 

3 

1.00 

1.00 

1.10 

1.04 

1.00 

1.30 

4 

1.00 

1.00 

1.05 

1.00 

1.00 

1.25 

5 

1.00 

1.00 

1.10 

1.02 

1.00 

1.15 

6 

1.00 

1.00 

1.05 

1.03 

1.00 

1.10 

7 

1.00 

1.00 

1.10 

1.03 

1.00 

1.11 

8 

1.00 

1.00 

1.08 

1.04 

1.00 

1.10 

9 

1.00 

1.00 

1.00 

1.00 

1.00 

1.03 

10 

1.00 

1.00 

1.03 

1.04 

1.00 

1.14 

11 

1.00 

1.00 

1.02 

1.00 

1.00 

1.05 

Unweighted 

Average 

1.00 

1.00 

1.05 

1.02 

1.00 

1.12 

A  major  reason  that  Montana's  winery  prices  equal  those  of  the  larger 
volume  states  is  the  "Des  Moines  Warranty."  Under  the  provisions  of 
this  warranty,  which  is  printed  on  each  purchase  order  of  the  liquor 
division,  each  supplier  warrants 

that  the  price  quoted  on  merchandise  offered  by  the 
supplier  to  the  Montana  Department  of  Revenue  will 
not  exceed  the  lowest  prices  quoted  for  the  same 
merchandise  anywhere  in  the  continental  United 
States  regardless  of  the  size  or  type  of  customer; 
and  that  the  supplier  will  offer  the  same  quantity 
discounts,  cash  rebates  and  all  other  forms  of  dis- 
counts to  the  Montana  Department  of  Revenue  as 
offered  to  any  other  customer  in  the  continental 
United  States  for  the  same  merchandise. 

The  importance  of  this  warranty  to  Montana  is  that  the  winery  price 

is  guaranteed  to  be  as  low  as  the  lowest  offered  to  any  wholesaler. 

Because  of  Montana's  relatively  low  wine  sales  (even  with  wine  sales 
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decontrolled) ,  it  Is  probable  that  winery  prices  would  increase  if  the 
state  removed  itself  from  all  aspects  of  wine  distribution.   The  result 
would  be  that  a  larger  proportion  of  total  wine  revenues  would  accrue  to 
out-of-state  wineries  than  at  present.   In  order  to  assure  the  lowest 
winery  price  the  state  must  at  least  act  as  wholesaler.   Without  the 
protective  umbrella  of  the  Des  Moines  Warranty  the  winery  (and  dis- 
tillery) prices  in  Montana  could  be  as  high  as  those  in  Arizona  (where 
the  unweighted  winery  prices  average  twelve  percent  above  Montana's). 
The  need  for  such  protection  is  especially  apparent  in  a  state  as 
Montana  which  exerts  such  a  small  influence  over  the  total  wine  market. 
Also  by  continuing  to  act  as  wholesaler,  the  state  eliminates  the 
added  private  wholesale  markup. 

Finding  5: 

The  decontrol  of  wine  and  liquor  sales  at  the  wholesale   level  would 
remove  Montana  consumers  from  the  protection  of  the  Des  Moines  Warranty 
and  could  partially  offset  retail  price  reductions  that  otherwise  could 
occur.      Wholesale  costs  would  also  be  higher  if  handled  by  private  firms. 

By  remaining  at  least  a  wholesale  wine  monopoly,  Montana  can  assure 
the  minimum  winery  cost.   Freight  costs  would  be  approximately  the  same 
under  retail  decontrol  even  though  certain  economies  might  be  explored. 
State  operating  costs  would  amount  to  a  2c  per  bottle  warehouse  charge. 

If  the  state  determined  to  recoup  the  loss  of  51c  state  profit,  the 
excise  tax  would  need  to  be  raised.   Excise  taxes  would  not  have  to  be 
raised  the  full  51C  per  bottle,  however.   Since  sales  are  projected  to 
double  when  retail  sales  are  decontrolled,  the  excise  tax  would  only 
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need  to  be  raised  by  9.5C  per  bottle.   The  calculation  in  Table  12 
illustrates  the  point. 

Table  12.   Calculation  of  Added  Excise  Tax 
Needed  to  Retain  Present  Revenues 

(1)  Present  state  revenue  per  bottle  $.83 

(2)  Amount  needed  per  bottle  when  sales  double  (.83+2)    .415 

(3)  Present  excise  tax  per  bottle  .32 

(4)  Additional  tax  needed  per  bottle  (2-3)  $.095 

The  private  retail  markup  on  wine  under  decontrolled  retail  sales 
is  estimated  at  30  percent  of  cost.   This  estimate  is  based  on  markups 
in  other  open  states  as  well  as  beer  markups  in  Montana.   Based  on  these 
estimates,  the  price  components  of  a  privately  retailed  bottle  of  wine 
are  shown  in  Table  13. 


Table  13.  Price  Components  of  Privately  Retailed  Wine 
With  No  State  Retail  Participation 


$1.66  Total  Retail  Price 

27% .45  State  Excise  Tax 

17%-- .28  Retail  Markup 

1% .02  State  Wholesale  Cost 

6% .10  Freight  In  and  Out 

49% .81  FOB  Winery  Price 
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The  figures  in  Table  13  assume  that  the  state  tax  will  be  levied  by 
the  retailer.   Thus  the  $.45  excise  tax  is  not  included  in  the  markup. 
If  the  levy  were  at  the  wholesale  level,  the  retail  markup  would  in- 
crease to  $.41  from  $.28  and  the  retail  price  would  increase  to  $1.79 
from  $1.66.   Both  of  these  prices  are  less  than  the  present  state 
average  of  $1.86.   However,  both  exceed  the  present  average  U.S.  price 
of  $1.60. 

These  price  projections  assume  a  highly  competitive  retail  environ- 
ment.  Without  such  competition,  retail  markups  would  exceed  those 
projected  and  sales  would  lag;  revenues  to  the  state  would  fall  and 
consumer  prices  would  increase. 

To  assure  the  necessary  competition  and  reasonable  prices,  legis- 
lation should  provide  that  wines  be  sold  at  retail  under  the  same  legal 
provisions  as  the  sale  of  beer  presently  is  allowed. 

Table  14  compares  net  state  revenues  from  wine  sales  under  the 
monopoly  and  open  retailing  through  fiscal  1980.   Excise  tax  is  cal- 
culated at  $.45  per  fifth  commencing  with  decontrol.   The  projections 
show  a  net  annual  gain  to  the  state  in  the  fifth  year  after  decontrol  of 
$567,484. 

Since  store  expenses  related  to  wine  sales  are  not  isolated  ad- 
ministratively, the  figures  are  derived  through  analysis.   The  stores 
were  divided  into  five  groups  by  sales  volume  and  the  per  bottle  operating 
costs  exclusive  of  freight  were  calculated.   The  groups  all  exhibited  a 
falling  per  bottle  cost  as  volume  increased.   The  wine  volume  was 
subtracted  from  each  store  (32  percent  of  sales)  and  the  average  bottle 
cost  was  increased  according  to  the  average  rate  of  increase  in  each 
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group.   Thus,  the  costs  of  each  store  were  decreased,  but  not  propor- 
tionally to  the  decrease  in  sales.   The  costs  of  stores  with  volume  less 
than  10,000  were  not  altered.   Likewise  there  was  no  attempt  to  equalize 
per  bottle  costs  among  stores  in  each  group. 

Warehouse  costs  are  projected  to  be  the  same  under  either  market 
structure.   While  costs  may  be  marginally  higher  under  the  open  retail 
sales  (due  to  higher  volume)  the  increase  would  not  be  significant.   Be- 
cause the  new  warehouse  will  be  operating  before  wine  sales  are  opened, 
the  costs  shown  are  likely  overstated. 

Finding  6: 

The  removal  of  the  state  from  retailing  wine  would  serve   to   lower 
consumer  prices  while  increasing  present  state  revenues. 
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VI.      Alternatives  in  Marketing  Liquor 

A.  The  Present  Market  Structure 

Liquor  is  available  in  Montana  for  retail  purchase  under 
precisely  the  same  system  as  wine.   Bottle  purchases  can  be  made  at 
state-owned  retail  stores  and  at  private  taverns.   Other  than  the  five 
percent  case  discount,  all  purchasers,  whether  a  tavern  or  private 
consumer,  pay  the  same  price.   All  liquor  is  wholesaled  through  the 
state  warehouse. 

B.  Experience  in  Other  States 

A  total  of  eighteen  states  participate  in  the  wholesaling 
or  retailing  of  alcoholic  beverages.   Two  of  those  states,  Mississippi 
and  Wyoming,  operate  wholesale  monopolies  only. 

No  state  has  changed  its  liquor  marketing  structure  significantly 
since  prohibition's  repeal.   Unlike  wine  sales  where  four  states  have 
significantly  altered  their  market  structures  within  the  past  few  years, 
there  is  no  experience  to  borrow  on  in  analyzing  a  change  in  marketing 

liquor. 

The  wine  analysis  showed  that  wine  sales  dramatically  Increased 
immediately  when  sales  were  removed  from  the  state  monopoly.   The  in- 
creases were  attributed  to  an  improved  accessibility  of  the  product. 
That  a  similar  increase  would  occur  in  liquor  sales  is  highly  probable. 
However,  since  no  state  has  actually  switched,  estimates  must  be  some- 
what more  hypothetical. 

Comparisons  of  per  capita  sales  between  control  states  and  open 
states  show  a  significantly  higher  per  capita  sales  in  open  states. 
Table  15  compares  per  capita  sales  between  the  two  major  marketing 
structures  and  places  Montana's  sales  in  the  context  of  national  and 
regional  averages. 
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Table  15. 

Comparisons 

of  Per  Capita 

Liquor  Sales^O 

(In  Gallons  Per  Year) 

Control 

Open 

State 

State 

U.S. 

Regional* 

Average 

Average 

Average 

Average 

Montana 

1972 

1.55 

2.04 

1.89 

1.84 

1.80 

1973 

1.59 

2.07 

1.93 

1.97 

1.88 

1974 

1.62 

2.11 

1.97 

2.05 

1.92 

1975 

1.63 

2.14 

1.98 

2.14 

1.97 

*  The  region  includes  Idaho,  Wyoming,  Colorado,  North  Dakota,  South  Dakota  and 
Montana  (3  control,  3  open). 

The  figures  show  that  open  states  sell  approximately  30  percent 
more  per  capita  liquor  than  control  states.  The  data  also  show  that 
Montana's  sales  exceeds  that  of  the  average  of  control  states  but  is 
less  than  the  national  and  regional  average. 

Further  analysis  of  the  surrounding  states  indicates  that  two  of 
the  three  states  have  considerably  greater  sales  per  capita  than  does 
Montana.   North  Dakota  and  Wyoming  report  higher  sales  than  Montana. 
They  are  both  open  states.   Idaho,  which  reports  the  lowest  per  capita 
liquor  sales  is  a  restrictive  control  state  allowing  liquor  for  off- 
premise  consumption  to  be  dispensed  only  through  state-owned  outlets. 
Wyoming  is  a  control  state  at  the  wholesale  level  only.   Table  16  com- 
pares per  capita  sales  for  Montana  and  the  adjoining  states. 

Table  16.   Regional  Per  Capita  Sales  of  Liquor H 

(Gallons) 

State  1973  1974         1975 


Idaho 

1.28 

1.32 

1.38 

North  Dakota 

2.05 

2.16 

2.18 

Wyoming 

2.15 

2,31 

2.35 

MONTANA 

1.88 

1.92 

1.97 

Assuming  the  economic-demographic  characteristics  of  surrounding 
states  are  somewhat  similar  to  that  of  Montana,  one  can  only  surmise 
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that  the  probab] e  reasons  for  the  variance  in  per  capita  sales  are 
related  to  product  availability.   Idaho  reports  the  lowest  sales  and 
also  is  most  restrictive  in  its  liquor  outlets;  Montana  ranks  next 
lowest  and  is  somewhat  less  restrictive  than  Idaho.   North  Dakota  and 
Wyoming  permit  open  retail  sales. 

C.   Economic-Demographic  Analysis 

As  in  the  analysis  of  wine  sales,  30  economic  and  demo- 
graphic variables  were  correlated  to  per  capita  adult  liquor  sales. 
Using  the  statistical  technique  of  multivariate  regression  analysis,  six 
variables  were  individually  selected  which,  compared  with  the  remaining 
variables,  contribute  the  most  toward  explaining  the  variations  in  per 
capita  sales.   Data  from  all  of  the  "open"  states  were  used  in  con- 
structing the  model. 

The  six  variables  which  were  found  to  best  explain  the  variations 
in  per  capita  sales  between  states  are  listed  below: 


Table  17.   Variables  Used  to  Project  Liquor  Sales  in 

"Open"  States 

Xi        =   Liquor  Price  Index  Number  -  The  number  which  is  used  to  express 

the  price  level  of  a  "market  basket"  of  liquor  products.   Montana's 
index  number  is  set  at  1.00  to  easily  contrast  those  of  other 
states . 

X2   =  Wine  Price  Index  Number  -  The  number  which  is  used  to  express  the 
price  level  of  a  "market  basket"  of  wine  products.   Here  also 
Montana's  index  number  is  defined  as  1.00. 

X3   -  Adult  Per  Capita  Sales  of  Wine  -  Gallons  of  wine  sold  per 
37ear  per  legal-age  adult. 

X/    =  The  proportion  of  the  total  population  that  lives  in  an  urban 
area  of  2,500  inhabitants  or  more. 

Xc   =  Average  Household  Effective  Buying  Income  -  All  wages,  salaries, 
interest,  dividends,  profits  and  property  income  less  federal, 
state  and  local  taxes  divided  by  the  number  of  households. 
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X^   =  Buying  Power  Index  -  A  weighted  index  that  converts  population, 
effective  buying  income  and  retail  sales  into  a  measurement 
of  a  market's  ability  to  buy  and  expresses  it  as  a  percentage 
of  the  U.S.  potential. 

The  regression  establishes  the  proper  weighting  for  each  of  the 
variables.   The  model  which  best  explains  variations  in  per  capita  sales 
between  states  is  as  follows  where  S-^  =   per  capita  adult  liquor  sales. 

=  2.938  -  3.522(Xi)  +  1.482(X2)  +  .6277(X3)  -  .02873(X4)  +  .O002286(X5)  "  •07376(X5) 

While  this  equation  helps  to  get  a  feel  for  Montana  sales  in 
relation  to  other  states,  it  is  not  precise.   The  correlation  explains 
72  percent  of  the  variances  between  states.   We  can  be  90  percent  cer- 
tain that  sales  would  be  within  .78  gallons  of  the  estimate,  and  50 
percent  certain  that  sales  would  be  within  .31  gallons  of  the  estimate. 

Table  18  details  each  decontrolled  state's  projected  and  actual 
sales  from  the  model.   Montana's  figures  are  derived  from  the  model 
also . 

The  economic-demographic  analysis  suggests  that  if  Montana  liquor 
sales  were  decontrolled,  per  capita  sales  would  increase  .16  gallons  or 
6.2  percent.   Comparisons  with  the  closest  open  neighbor  states  suggest 
the  increase  might  be  larger  than  6  percent.   Wyoming's  per  capita  sales 
are  20  percent  greater  than  Montana's  while  North  Dakota's  are  12.5 
percent  higher. 
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Table  18.  Comparison  of  Actual  and  Projected  Per  Capita  Sales  of 
Liquor  in  Decontrolled  States  Plus  Montana 
(Gallons) 


Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Illinois 

Indiana 

Kansas 

Kentucky 

Louisiana 

Maryland 

Massachusetts 

Minnesota 

Mississippi 


MONTANA 


Nebraska 
New  Jersey 
New  Mexico 
New  York 
North  Dakota 
Oklahoma 
Rhode  Island 
(South  Carolina 
South  Dakota 
Tennessee 
Texas 
Wisconsin 


Actual 

Sales 

2 

.96 

1 

.82 

3 

.82 

3 

.74 

3 

.46 

4 

28 

3 

.86 

2 

78 

3 

45 

3. 

80 

2. 

07 

2. 

02 

2. 

36 

2.25 
4.14 
3.65 
3.10 

2.57 


2.89 


2.70 
3.27 
2.88 
3.34 
3.58 
2.18 


3 
3 

2, 
1, 
2. 
3. 


26 
76 
91 
82 
06 
42 


Projected 
Sales 
Estimate 

2.64 
2.39 
4.20 
4.19 
3.86 
3.57 
3.14 
2.81 
3.71 
3.54 
2.51 
2.70 
2.48 
2.44 
3.88 
3.06 
2.91 
2.53 


3.07 


2 

3 

3, 

3, 

3, 

2. 

3. 

3. 

2. 

1. 

2. 

3. 


90 
59 
38 
23 

44 
14 
20 
09 
74 
81 
12 
10 


Actual 

Over  (Under) 

Projection 

.32 
(.57) 
(.38) 
(.45) 
(.40) 

.71 

.72 
(.03) 
(.26) 

.26 
(.44) 
(.68) 
(.12) 
(.19) 

.26  . 

.59 

.19 

.04 


(.16) 


(.20) 

(.32) 

(.50) 

.11 

.14 

.04 

.06 

.67 

.15 

.01 

(.06) 

.32 


%  Over  (Under) 
Projection 

12.1 
(23.8) 
(9.0) 
(10.7) 
(10.4) 
19.9 
22.9 
(1.1) 
(7.0) 
7.3 
(17.5) 
(25.2) 
(4.8) 
(7.8) 
6.7 
19.3 
6.5 

1.6 

(5.9) 


(6.9) 
(8.9) 
(14.8) 
3.4 
4.1 
1.9 
1.9 
21.7 
6.2 
1.0 
(2.8) 
10.3 


Because  wine  price  and  sales  volume  are  related  to  liquor  sales 
volume,  the  opening  of  wine  sales  could  also  affect  the  volume  of  liquor 
sold.   Altering  variables  X2  and  X^  as  projected  in  the  wine  analysis 
yields  a  Montana  sales  figure  of  3.75 — an  increase  of  29.8  percent  over 
present  levels. 
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.  Finding  7 : 

Montana  would  realize  at  least  a  modest,   sustained  increase  in  per 
capita   liquor  sales  if  the  state  retail  system  were  abolished  and  the 
product  were  readily  accessible  at  private  package  stores.     An  increase 
of  at   least  ten  percent  seems  certain. 

D.   Liquor  Prices 

Price  comparisons  of  liquor  products  between  states  can  be 
indicative  of  the  markets'  competitive  vigor  and  of  the  states'  respec- 
tive taxing  policies.   To  determine  relative  price  levels,  a  questionnaire 
was  sent  to  each  s'cate's  liquor  control  agency  and  to  several  legis- 
lative fiscal  agencies.   At  least  one  response  eventually  was  received 
from  each  state.   The  states  were  requested  to  provide  retail  price  data 
on  the  brands  and  sizes  shown  in  Table  19.   Each  respondent  was  requested 
to  gather  the  information  from  a  major  retailer  in  the  capitol  city. 


Table  19.   Liquor  Products  Sampled  for  Price  Comparisons 
Product  Volume 


Straight  Whiskey 

Walkers  10  High 
Jim  Beam 
Barclay  Bourbon 

Blended  Whiskey 

Kessler 

Seagram  7  Crown 
Calvert  Extra 

Canadian  Whiskey 

Canadian  Rich  and  Rare 
Canadian  Lord  Calvert 
Black  Velvet 
Seagrams  V.O. 


4/5  quart 
4/5  quart 
4/5  quart 


4/5  quart 
4/5  quart 
4/5  quart 


4/5  quart 
4/5  quart 
4/5  quart 
4/5  quart 
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Product 

Scotch  Whiskey 

Lauders 
Cutty  Sark 

Brandy 

Christian  Brothers 

Rum 

Bacardi  Silver 

Vodka 

Gordon's  Vodka 


Volume 


1/2  gallon 
4/5  quart 


4/5  quart 


4/5  quart 


4/5  quart 


The  price  of  each  group  of  products  (e.g.  straight  whiskey  or  rum) 
was  determined  by  averaging  the  products  listed  in  that  group.   Each 
group's  contribution  to  a  price  index  number  was  determined  by  the 
relative  percentage  of  total  sales  each  contributed.   Thus  the  price  of 
vodka  in  a  state  in  which  vodka  constituted  a  high  percentage  of  total 
sales,  would  affect  the  average  price  more  than,  say,  the  price  of 
brandy.   The  average  liquor  price  of  each  state  was  converted  to  a  price 
index  number.  Montana's  index  number  was  set  at  1.00  to  facilitate 
comparisons. 

The  data  in  Tables  20  and  21  indicate  that  liquor  prices  in 
Montana's  state-owned  stores  is  only  slightly  (2-5%)  higher  than  the 
average  of  other  states. 
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Table  20.   Relative  Liquor  Prices  Among  Control  States 
(Montana  -  state  owned  =  1.00) 


Control  States 


Brand  Name 
Distilled 
Spirits 


Selected 

Lowest  Priced 

Brands 


Alabama 

Idaho 

Iowa 

Maine 

Michigan 

Mississippi 


1.02 
1.05 
.92 
.99 
.94 
.89 


.99 

.04 
.86 
.86 
.92 
,90 


MONTANA — State-owned 
MONTANA — privately-owned 


1.00 
1.22 


00 
25 


New  Hampshire 

North  Carolina 

Ohio 

Oregon 

Pennsylvania 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wyoming 


.78 

.95 

1.01 

1.11 

1.05 

1.12 

.83 

.91 

1.16 

.96 

.99 


.73 

.92 

1.01 

1.06 

1.00 

1.05 

.83 

.86 

1.19 

.90 

.98 


Unweighted  Average 


.98 


.95 
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Table  21.   Relative  Liquor  Prices  Among  Open  States 
(Montana  -  State  Owned  =  1.00) 


License  States 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

Florida 

Georgia 

Hawaii 

Illinois 

Indiana 

Kansas 

Kentucky 

Louisiana 

Maryland 

Massachusetts 

Minnesota 

Missouri 

Nebraska 

Nevada 

New  Jersey 

New  Mexico 

New  York 

North  Dakota 

Oklahoma 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Wisconsin 

Unweighted  Average 


Brand  Name 

Selected 

Distilled 

Lowest  Priced 

Spirits 

Brands 

1.12 

1.19 

1.18 

1.24 

1.01 

1.04 

.99 

.78 

.79 

.82 

1.08 

1.11 

.97 

.91 

.90 

.95 

.97 

.98 

1.09 

.88 

.87 

.89 

1.06 

1.05 

.99 

1.04 

1.01 



.93 

.93 

.86 

.89 

1.02 

.98 

.95 

1.02 

.98 

.95 

1.00 

1.04 

.85 

.83 

1.05 

.88 

.93 

.96 

.97 



1.09 

1.06 

.87 



1.10 

1.13 

1.07 



1.09 

1.07 

1.19 

1.18 

.92 

.85 

.93 

1.00 

.99 


.99 


Finding  8: 

The  price  of  liquor  in  state-owned  stores  is  slightly  higher  than 
the  average  of  other  states.  The  range  is  from  24  percent  lower  to  27 
percent  higher. 
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However,  when  the  price  of  liquor  in  private  outlets  in  Montana  is 
compared  to  prices  in  other  states,  quite  a  different  picture  emerges. 
Private  outlets'  prices  in  Montana  are  between  24  percent  and  32  percent 
higher  than  the  average  prices  among  control  states.   An  extreme  example 
of  price  differential  can  be  seen  by  comparing  New  Hampshire's  lowest 
priced  brand  with  those  in  Montana's  private  stores.   Montana's  prices 
are  71  percent  higher  than  those  found  in  New  Hampshire.   No  state  has 
higher  prices  than  those  of  Montana's  private  stores. 

Finding  9: 

The  price  of  liquor  in  private  retail  stores  exceeds  that  of  any 
other  state  by  from  one  percent  to   71  percent. 

If  the  private  stores  in  Montana  constituted  but  a  small  auxilliary 
output  to  the  state-owned  market  structure,  the  significant  price  dif- 
ferential would  not  have  much  impact  on  the  Montana  consumer.   Table  22 
details  the  percentage  of  total  retail  sales  made  to  private  retailers 
over  the  past  eight  years.   Since  1968  private  retailers  have  purchased 
over  half  the  liquor  and  wine  sold  by  the  state. 


Table  22.   Percentage  of  State  Liquor  Sales  to  Private  Licensees 


12 


Sales  to  Retail     Total  Retail   Sales  to  Licensees 
Fiscal  Year     Liquor  Licensees     Sales      as  %  of  Total  Sales 


1967-68 

$14,700,878 

$25,595,592 

57.4 

1968-69 

15,243,408 

27,055,444 

56.3 

1969-70 

16,223,821 

29,355,467 

55.3 

1970-71 

17,664,431 

31,754,624 

55.6 

1971-72 

19,331,968 

35,397,107 

54.6 

1972-73 

20,524,777 

37,873,396 

54.2 

1973-74 

21,733,080 

39,728,406 

54.7 

1974-75 

22,919,179 

42,542,020 

53.9 
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While  much  of  the  final  retail  sales  by  taverns  is  by  the  drink 
not  the  bottle,  Table  22  illustrates  the  magnitude  on  the  consumer  of 
paying  two  retail  markups.   Statistics  are  not  available  as  to  the 
percentage  of  bottle  sales  to  total  tavern  sales.   However,  based  on 
floor  space  and  inventory  in  several  establishments  in  larger  cities, 
we  believe  it  is  significant. 

Finding  10: 

Because  a  significant  portion  of  retail  sales  is  made  from  private 
retail  outlets  and  because  of  the  high  price  of  liquor  and  wine  at  those 
outlets,  Montana  consumers  on  the  average  pay  an  inordinately  high  price 
for   liquor  and  wine. 

Table  23  compares  prices  among  the  several  states  and  private 
retail  stores  in  Montana.   There  are  few  examples  where  any  state's 
price  exceeds  that  of  a  privately-retailed  product  in  Montana. 

In  order  to  understand  why  prices  in  Montana  exceed  those  in 
other  states,  it  is  helpful  to  examine  the  components  of  the  price 
paid  for  an  average  bottle  in  a  state-owned  store  and  in  a  private 
store. 

Table  24  illustrates  the  price  components  of  two  liquor  fifths, 
one  retailed  in  a  state  store,  the  other  retailed  privately.   The 
major  cost  factor  subject  to  state  administrative  or  legislative  dis- 
cretion is,  of  course,  the  state  profit  plus  the  excise  tax.   These 
two  items  total  $1.69  of  an  average  $5.12  fifth.   The  markup  on  cost 
is  49  percent  ($1.69  +  3.43  cost).   Thus  the  Montana  consumer  essentially 
pays  49  percent  sales  tax  on  liquor  purchased  at  a  state  store. 
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Tabl 

e  23.   Price  Comparisons  oi 

:  Five  Liquor  Products — 50  States 

Plus  Private 

Montana  Stores-'--^ 

Jim  Beam 

Christian 

Black  Velvet 

Cutty  Sark 

Lowest  Priced 

80  Pf. 

Bros.  Brandy 

80  Pf. 

Scotch  86 

Pf 

Vodka  80  Pf. 

MONTANA—Prlvate 

1/5  Gal. 
6.45 

80  Pf.  1/5  Gal. 
6.85 

1/5  Gal. 
6.60 

1/5  Gal. 

1/2  Gal. 

9.95 

11.50 

MONTANA  State  Store 

5.35 

5.75 

5.60 

8.75 

9.35 

Alabama 

5.50 

6.10 

5.90 

10.85 

(qt 

)    9.50 

Alaska 

5.85 

7.00 

6.60 

9.25 

10.25 

Arizona 

6.36 

6.68 

6.43 

8.88 

11.30 

Arkansas 

5.75 

6.20 



8.50 

9.95 

California 

5.71 

6.09 

6.03 

8.35 

7.54 

Colorado 

4.78  (qt 

:.)    5.95  (qt.) 

5.31  (qt 

.)    8.50 

(qt 

)    7.65 

Connecticut 

5.69 

6.18 

6.19 

8.39 

9.89 

Delaware 

5.19 

5.70 

5.12 

7.80 

8.75 

Florida 

4.04 





6.15 



Georgia 

5.19 

5.92 

4.67 

7.79 

8.30 

Hawaii 

5.92 

6.55 

6.39 



8.20 

Idaho 

5.55 

5.90 

5.90 

8.75 

10.00 

Illinois 

4.39 

5.02 

4.17 

6.81 

7.96 

Indiana 

5.35 

6.13 

5.92 

8.68 

9.12 

Iowa 

4.74 

5.36 

5.36 

7.83 

8.03 

Kansas 

5.26 

6.03 

5.84 

8.20 

9.65 

Kentucky 

5.45 

6.04 

6.08 

8.30 



Louisiana 

4.89 

5.51 

4.83 

7.98 

8.22 

Maine 

5.60 

6.00 

5.95 

8.60 

8.15 

Maryland 



4.77 



6.85 

6.95 

Massachusetts 

5.35 

5.69 

6.19 

7.89 

8.89 

Michigan 

4.99 

5.61 

5.58 

8.13 

8.75 

Minnesota 

5.09 

5.40 

6.02 

8.50 

(qt. 

)    9.31 

Mississippi 

4.57 

5.45 

5.07 

7.02 



Missouri 

4.77 

5.70 



8.20 

8.46 

Nebraska 

5.72 

6.01 

5.86 

9.14 

9.26 

Nevada 

4.73 

4.93 

4.23 

7.71 

7.51 

New  Hampshire 

4.20 

4.80 

4.70 

6.70 

6.70 

New  Jersey 

5.93 

6.23 

6.25 

8.39 

8.29 

New  Mexico 

4.73 

5.20 

4.37 

8.01 

7.01 

New  York 

5.35 

5.95 

5.78 

7.54 



North  Carolina 

5.00 

5.52 

5.65 

8.05 

8.70 

North  Dakota 

5.96 

6.10 

6.10 

9.11 

9.90 

Ohio 

5.30 

5.95 

5.75 

8.30 

9.45 

Oklahoma 

4.49 

5.13 

4.93 

6.79 



Oregon 

5.95 

6.30 

6.50 

9.40 

9.95 

Pennsylvania 

5.58 

6.22 

6.09 

8.94 

9.55 

Rhode  Island 

5.58 

6.24 

6.45 

8.76 

11.02 

South  Carolina 

5.44 

7.23 

6.00 

8.95 



South  Dakota 

5.82 

6.34 

6.19 

9.31 

9.83 

Tennessee 

6.14 

6.65 

6.59 

9.02 

10.98 

Texas 

4.81 

5.44 

5.19 

9.86 

8.17 

Utah 

5.77 

6.13 

6.08 

8.89 

9.93 

Vermont 

4.60 

5.00 

4.85 

6.45 

7.80 

Virginia 

4.70 

5.30 

5.30 

7.55 

8.10 

Washington 

6.30 

6.60 

6.75 

9.20 

11.25 

West  Virginia 

5.12 

5.84 

5.68 

8.85 

8.19 

Wisconsin 

4.98 

5.14 

6.74 

7.68 



Wyoming 

5.15 

5.45 

-3 

5.40 
9- 

8.03 

9.06 

If  the  bottle  is  purchased  through  a  private  retailer,  the  price 
increases  to  $6.25  on  the  average. 

The  difference  in  state  profit  between  a  bottle  ultimately  retailed 
by  the  state  and  one  sold  by  a  tavern  results  from  the  provisions  of 
section  4-2-201  R.C.M,  1947  (Chapter  334,  Laws  of  1975).   That  law 
instructs  the  department  of  revenue  to  sell  liquor  at  a  five  percent 
case  discount.   This  discount  amounts  to  approximately  26c  per  bottle. 
The  annual  loss  in  state  revenues  is  approximately  $1  million.   It  is 
doubtful  that  the  liquor  consuming  public  will  realize  these  savings. 


Table  24.   Comparative  Price  Components  of  Liquor  Fifth 
With  State  Monopoly 


STATE-RETAILED 


PRIVATELY  RETAILED 


(fiscal  1975)                                   (fiscal  1976) 
$5. 12 -Average  Price $6.25 

Private  Markup -1.40 22% 

17% .89    Excise  Tax  - .89 -14% 


16%   -  -.80    State  Profit- .54- 


-9% 


8% -—.43    State  Operating  Costs .43 -7% 

3% 1 3    Freight - 1 3 2% 


56%  -2.87    Price  to  State 2.87- 


-46% 
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Table  25  compares  price  markups  in  Montana  with  the  other  control 
states.   The  data  show  that  for  five  representative  brands,  Montana 
state  markup  is  from  one  percent  to  ten  percent  above  the  average  of 
other  control  states.   The  markups  of  brands  sold  in  private  Montana 
stores  exceed  the  other  states'  averages  by  from  34  percent  to  40  percent. 


Table  25. 

Retail  Price  Markups  of  Selected 

Liquor  Fifths 

In 

Control  Statesl'+ 

Walkers 

Bacardi 

Seagram 

Cutty 

Ten  High 

Jim  Beam 

Silver 

V.O. 

Sark 

Alabama 

83% 

78% 

70% 

77% 

76% 

Idaho 

83 

80 

81 

74 

77 

Iowa 

59 

53 

59 

57 

59 

Maine 

81 

81 

74 

72 

74 

Michigan 

NA 

61 

64 

63 

65 

Mississippi 

58 

48 

55 

43 

42 

New  Hampshire 

39 

36 

40 

35 

36 

North  Carolina 

67 

62 

64 

64 

63 

Ohio 

78 

72 

74 

68 

68 

Oregon 

94 

93 

94 

91 

90 

Pennsylvania 

85 

81 

83 

83 

81 

Utah 

88 

86 

83 

83 

80 

Vermont 

56 

49 

50 

33 

30 

Virginia 

58 

52 

55 

55 

53 

Washington 

108 

104 

104 

91 

86 

West  Virginia 

68 

66 

68 

73 

79 

Wyoming 

70 

67 

69 

64 

63 

MONTANA—State 

74 

73 

74 

75 

77 

MONTANA — Private 

111 

109 

107 

102 

101 

Unweighted  Average 

(Exclusive  of 

Montana-Private) 

73 

69 

70 

67 

67 

Mississippi  and  Wyoming  operate  state  monopolies  at  the  wholesale 
level  only.   In  Mississippi  the  markup  (and  retail  price)  is  significantly 
below  (15  to  25  percent)  the  unweighted  average  of  the  other  states. 
Wyoming's  price  markups  are  from  one  to  four  percent  below  the  average. 
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Since  all  control  states  pay  the  same  price  to  the  distiller  under 
the  provisions  of  the  Des  Moines  Warranty,  the  price  differentials 
between  the  states  is  caused  primarily  by  differences  in  the  markups 
shown  in  Table  25. 

Finding  11: 

The  higher  price  of  liquor  in  Montana  is  due   to  a  aombination  of 
higher  price  markups  and  excise  taxes. 

Table  24  illustrates  the  differences  in  price  components  between  a 
bottle  purchased  from  a  state  store  and  one  purchased  at  a  private  out- 
let.  The  price  of  the  privately  retailed  bottle  exceeds  the  state  price 
by  $1.13  or  22  percent.   The  state  makes  about  26  cents  less  profit  on 
the  liquor  retailed  privately  because  many  taverns  purchase  in  case  lots 
and  realize  the  five  percent  discount.   The  $1.40  average  private  markup 
equals  29  percent  of  a  retailer's  $4.86  cost.   The  major  reason  for  the 
excessive  price  of  privately  retailed  liquor  is  that  a  bottle  retailed 
privately  is  actually  retailed  twice. 

Finding  12: 

The  inordinate  price  of  liquor  at  private  retail  outlets  is  caused 
by  compounding  state  and  private  retail  markups. 

The  excise  and  license  taxes  amount  to  21  percent  of  the  retail 

selling  price  under  the  provisions  of  sections  4-1-401  and  4-1-403 

R.C.M.  1947.   The  markups,  however,  are  set  by  the  department  of  revenue. 
These  vary  by  product  as  detailed  in  Table  26. 
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Table  26.   Markup  Percentages  by  Classification 


Bottled  in  Bonds,  Blends,  Bourbons 

Vodkas,  Gins,  Tequillas,  Ryes      )  40% 

Tennessee,  Mash,  Brandys 

Canadian  &  Scotches 

(Note:   Deduct  Fed.  Tax  from     )  50% 

Net  Cost  before  Computing  60% 
Markup) 

Federal  Tax: 

Fifths  $1.30  per  bottle^^ 

Half  Gallons  $3.25  per  bottle 

Wines : 

Case  Cost  up  to  $8.00  82% 

Case  Cost  over  $8.00  60% 


While  it  appears  that  Canadian  and  Scotch  whiskeys  bear  a  higher 
markup  than  other  liquor  products,  such  is  not  the  case.   Table  27 
details  the  actual  markup  calculations  for  a  domestic  and  a  Canadian 
product.   The  Canadian  product  is  marked  up  a  smaller  percentage  on 
cost.   Federal  tax  is  not  marked  up  on  Canadian  products  but  is  on 
domestic  products.   The  result  favors  foreign  products. 

Table  26  also  shows  the  markup  discrimination  between  expensive  and 
less  expensive  wines.  While  it  is  argued  elsewhere  in  this  report  that 
the  tax-markup  structure  on  liquor  in  general  lacks  equity,  the  wine 
markup  differential  is  clearly  undesirable.   The  present  markup  structure 
discourages  price  competition  and  taxes  the  less  expensive  product  more 
heavily.   No  documentation  was  found  to  explain  the  logic  of  the  markups. 
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Table  27.   Markup  Comparisons  of  Foreign  and  Domestic  Whiskeys 


Domestic  Product   Imported  Product 


jise  Case  Cost 
.■eight   In 

ise  Cost 

jttle  Cost    (12/case) 
reight  Out 

jtail   Store  Cost 


Jim  Beam 

Canad 

ian  Rich  &  Rare 

1/5  Gal. 

1/5  Gal. 

35.80 

38.50 

1.28 

1.29 

irk-up 


(40%   of   3.15) 


Sub   Total 

:ate  Excise  Tax  21%  =  16%  +  5% 

Total 

lund  to  next  5c 

nal  Price  as  %  of  Cost  In 


37.08 

3.09 
.06 

3.15 


1 

.26 

4 

.41 
.93 

5 

5_ 

34 
35 

39.79 


3.31 

.06 

3.37 

3.37 

(1.30)  Less  Federal  Tax^^ 

$2.07 

1.24 

(60%  of  2.07) 

4.61 

.97 

5.58 

5.60 

173% 


169% 


Finding  13: 

The  present  markup  structure  discriminates  against  lower-priced  and 
domestically -produced  products.      The  markups  serve  to  discourage  price 
competition. 

Another  factor  contributing  to  higher  prices  for  Montana  consumers 
is  the  convention  of  "floor  prices."   Floor  prices  established  by  the 
department  of  revenue  set  the  minimum  price  of  each  type  and  size  con- 
tainer of  liquor  and  wine.   The  effect  is  to  eliminate  price  competition 
in  the  lower  and  medium  priced  brands.   Table  28  details  the  floor 
prices  presently  in  effect. 
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Table  28.   Floor  Prices  of  Liquor  and 
Wine  Products  in  Montana-'-' 


SIZE 


FLOOR 


SIZE 


FLOOR 


WHISKEY 

BRANDY 

Quart 

$5.30 

Quart 

$5.05 

Fifth 

4.30 

Fifth 

4.30 

Pint 

2.75 

Tenth 

2.25 

CORDIALS  &  LIQUEURS 

Half  Pint 

1.40 

Half  Gallon 

10.25 

Fifth 

3.00 

VODKA  &  GIN 

TABLE  WINES 

Quart 

5.00 

Fifth 

1.15 

Fifth 

4.10 

Tenth 

.60 

Pint 

2.60 

Half  Gallon 

2.30 

Tenth 

2.20 

Half  Pint 

1.40 

SWEET  WINES 

Half  Gallon 

9.60 

Fifth 

1.35 

CANADIAN 

Half  Gallon 

2.75 

Fifth 

5.35 

SPARKLING  WINES 

Pint 

3.35 

Tenth 

2.70 

Fifth 

3.00 

Half  Gallon 

12.50 

Magnum 

5.75 

SCOTCH 

Fifth 

5.40 

Tenth 

2.75 

Half  Gallon 

12.60 

The  effect  of  this  discouragement  of  price  competition  is  apparent 
when  Montana's  lowest  priced  liquors  are  compared  with  those  in  other 
states.   (See  Table  29.) 


Table  29.   Comparisons  of  Prices  of  Lowest  Priced 
Liquor  Products 


States  with  higher  prices  than  Montana's 

state  stores 
States  with  lower  prices 
States  with  same  prices 
States  with  lower  prices  than  Montana's 

private  stores 


Control 

License 

States 

States 

Total 

5 

12 

17 

11 

15 

26 

1 

1 

2 

17 


28 


45 


Kentucky,  New  York,  Oklahoma  and  South  Carolina  did  not  respond  to  this 
portion  of  the  questionnaire. 

-45- 


a 


Finding  14: 

Floor  prices  discourage  price  competition  and  raise  the  price  of 
liquor  to  Montana  consumers. 

It  should  be  noted  that  the  floor  prices  detailed  in  Table  28  apply 
only  to  products  not  made  in  Montana.   The  products  of  the  one  rectifier 
in  the  state  were  given  a  ten  percent  lower  markup  than  out-of-state 
products  under  the  provisions  of  section  A-2-202  R.C.M.  1947  (Chapter  359, 
Laws  of  1974).   As  a  result,  the  state-rectified  product  is  able  to  sell 

few  cents  below  the  floor — in  essence  pricing  its  competitors  out  of 
the  market.  Table  30  compares  the  prices  of  products  rectified  by  the 
in-state  firm  with  the  floor  prices. 


Table  30.   Comparison  of  State  Floor  Prices 
To  Prices  of  Products  Rectified  in  State  and  Sold  in  State  Stores 

Product  Whiskey  Vodka  Gin 

Size  Quart   1/2  Gal.     Quart   1/2  Gal.    Quart   1/2  Gal. 

State  Floor  Prices   $5.30   $10.25     $5.00   $9.60     $5.00   $9.60 
Products  Rectified 

In-State  5.15     9.95      4.80    9.35      4.80    9.35 

This  price  break  has  allowed  the  in-state  rectifier  to  market  the 
largest  selling  gin  and  vodka  in  Montana.   Based  on  the  lower  prices  in 
other  states  detailed  in  Table  29,  it  would  seem  that  the  in-state 
rectifier  could  profitably  sell  liquor  at  lower  prices.   However,  due  to 
the  protective  umbrella  of  the  1974  law,  the  firm  need  only  sell  a  few 
cents  below  the  established  floor  to  assure  itself  the  largest  share  of 
the  market . 
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Finding  15: 

The  aoiribination  of  floor  prices  along  with  a  protective  pricing 
policy  serves  to  remove  effective  price  competition  from  products 
rectified  in  Montana. 

If  the  state  desires  a  market  structure  which  delivers  liquor  at 
prices  in  line  with  national  averages,  alternatives  to  the  present 
system  should  be  examined. 

1.   Retail  liquor  sales  could  be  allowed  only  from  state  stores. 
This  approach  would  eliminate  the  private  retail  markup,  thus  insuring  a 
price  more  in  line  with  national  averages.   However,  the  fact  that  the 
private  auxiliary  system  seems  to  work  In  spite  of  very  high  prices 
seems  symptomatic  of  an  inadequate  state  system.   By  inadequate  we  mean 
a  system  not  delivering  the  services  demanded  by  the  liquor  and  wine 
consuming  public.   Examples  of  inadequate  service  Include: 

A.  Hours  of  operation  (the  stores  are  open  only  40  hours  weekly 
and  are  closed  on  holidays,  Mondays  and  the  first  of  the  month); 

B.  The  number  of  retail  outlets  (there  are  only  147  state  stores 
compared  to  651  off-premises  beer  retail  licenses); 

C.  General  store  atmosphere  (no  children  are  allowed,  no  checks 
are  cashed  and  the  selection  is  sparse  compared  to  open  states). 

Consumers  clearly  have  indicated  that  they  will  pay  the  exorbitant 
price  in  order  to  conveniently  purchase  the  product. 

2 .  Retail  liquor  sales  could  be  allowed  only  from  private  outlets  . 
Under  this  alternative  the  state  retail  markup  would  be  eliminated — thus 
lowering  the  final  retail  price.   (The  state  should  remain  at  least  in 
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the  wholesale  business  to  keep  distillery  prices  from  rising.   See 
Finding  5.) 

If  the  sales  of  liquor  were  decontrolled  at  the  retail  level  and  no 
profit  were  earned  on  the  wholesale  operation,  the  state  would  lose  the 
80c  per  bottle  profit  presently  realized.   Clearly,  the  only  way  to 
recoup  that  loss  would  be  to  raise  the  excise  tax  and  increase  the 
volume  sold.   Increasing  sales  would  serve  to  increase  total  revenue 
given  a  constant  per  bottle  tax. 

Table  31  illustrates  the  price  components  of  an  average  fifth  sold 
in  1975  as  if  it  were  sold  under  a  decontrolled  retail  system. 

The  present  state  excise  tax  is  increased  from  89c  to  $1.22  to 
partially  defray  the  loss  of  the  80c  profit.   The  private  retailer 
markup  is  projected  to  fall  from  $1.40  presently  to  86c.   This  reduction 
would  be  possible  primarily  because  the  wholesale  price  facing  the  re- 
tailer falls  from  $5.12  to  $3.04  (assuming  the  excise  tax  is  levied  on 
the  retail  sale).   Assuming  a  constant  (or,  hopefully,  falling)  per- 
centage retail  markup,  the  dollar  retail  markup  would  fall  proportionally. 

The  most  effective  means  of  assuring  a  falling  retail  markup  is  a 
competitive  industry.   Clearly  the  number  of  "off-premise"  retail  licenses 
would  need  to  be  substantially  increased  to  assure  competitive  prices. 
The  general  failure  of  taverns  to  respond  with  price  cuts  as  a  result  of 
the  five  percent  case  discount  is  instructive  of  the  lack  of  competition 
in  the  private  retail  liquor  industry.   Unless  the  number  of  "off- 
premises"  outlets  were  increased,  it  is  predictable  that  the  needed 
increase  in  sales  would  not  occur  and  private  retailers  would  not  pass 
the  cost  savings  along  to  consumers.   The  result  would  be  lower  state 
revenues  and  higher  prices  than  charged  presently  in  state  stores. 
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Table  31.   Price  Components  of  Average  Liquor  Fifth 
With  Decontrolled  Sales 


J 


$5.12  Average  Price 

24% 1.22  State  Excise  Tax 

1 7%-— .86  Retailer  iVIarkup 

1% ;05  State  Warehouse  Cost 

3% -.13  Freight  In  and  Out 

56% -2.86  FOB  Distillery 


Table  32  projects  comparative  revenue  generating  capacities  of  the 
state  monopoly  and  a  private  retail  market  over  a  five-year  period.   The 
comparisons  are  made  as  if  open  retail  sales  were  instituted  in  fiscal 
1975.   While  that  is  not  the  case,  the  comparisons  are  valid  for  any 
year  in  which  decontrol  would  begin. 

The  data  in  Table  32  indicate  that  the  state  would  lose  $843,558  by 
fiscal  1980  if  liquor  sales  were  opened  to  retail  competition.   Because 
the  state  earned  $5.8  million  in  annual  profits  from  liquor  sales  (ex- 
cluding wine)  in  fiscal  1975  it  might  seem  surprising  that  only  $843,558 
would  be  lost  if  the  liquor  retail  monopoly  were  abolished.   The  reasons 
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for  this  apparent  disparity  include: 

1.  The  sales  of  liquor  are  projected  to  increase  at  least  ten  per- 
cent as  a  result  of  decontrol  and  greater  product  availability; 

2.  The  excise  tax  is  calculated  to  Increase  from  89c  to  $1.22  per 
bottle; 

3.  The  operating  costs  of  the  monopoly  are  projected  by  the  de- 
partment of  revenue  to  increase  disproportionately  to  our  projection  of 
its  income;  and 

4.  The  five  percent  case  discount  would  reduce  revenue  by  ap- 
proximately $1  million  annually  by  fiscal  1980. 

Finding  16: 

State  government  would  lose  approximately  $1  million  of  revenues 
annually  if  state  retailing  of  only  liquor  were  abolished  and  present 
state  store  prices  were  charged  in  private  outlets. 

VII.      Summary  of  Fiscal  Effects  of  Abolishing  State  Retail  Structure 

Table  33  details  the  combined  effects  of  opening  retail  sales 
of  both  liquor  and  wine.   The  data  show  that  the  open  system  would 
generate  approximately  $276,074  less  than  the  present  monopoly  by  fiscal 
1980.   This  net  loss  results  from  a  $567,484  gain  in  opening  wine  sales 
and  a  $843,558  loss  from  opening  liquor  sales. 

The  profit  and  loss  figures  are  based  on  the  excise  taxes  detailed 
elsewhere  in  the  report.   These  levies  are  set  by  law.   To  the  extent 
the  law  would  levy  amounts  other  than  those  assumed  in  the  calculation, 
the  financial  return  to  the  state  would  change. 
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Finding  17: 

State  govemmenv  could  realize  approximately  the  same  annual  revenue 
from  liquor  and  wine  taxes  if  the  present  state-owned  retail  system  were 
abolished  and  present  state  prices  not  increased. 

It  should  be  emphasized  that,  while  state  revenues  would  be  about 
the  same  under  the  present  system  or  under  a  private  retail  system,  the 
state  effort  needed  to  generate  the  revenue  would  not  be.   The  state 
would  need  to  operate  a  $6.4  million  enterprise  to  generate  the  same 
revenue  as  the  private  system  could  produce  for  the  state.   Clearly,  the 
argument  that  the  state  system  should  be  retained  because  of  the  revenues 
generated  fails.   Indeed,  if  additional  revenues  are  needed  it  would  be 
to  the  taxpayers'  benefit  to  derive  them  from  sources  that  are  less 
expensive  to  administer.   For  example,  in  fiscal  1975  the  state  expended 
$3,782,348  to  collect  $14,905,179  of  liquor  and  wine  revenue  (a  col- 
lection cost  of  25  percent).   In  contrast  it  cost  $805,401  or  one 
percent  of  revenues  to  collect  $93,994,646  of  income  and  inheritance 
taxes  during  the  period. 

Finding  18: 

Operating  state  liquor  stores  is  one  of  the   least  efficient  ways  to 
generate  state  revenues. 

The  state  presently  leases  130  store  locations.   All  but  four  of 
these  leases  contain  provisions  to  terminate  the  lease  in  the  event  the 
state  would  cease  operations.   The  four  leases  would  cost  $118,580  to 
pay  off,  but  could  all  be  sublet  at  minimal  or  no  cost  to  the  state. 
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Present  store  furnishings  could  be  auctioned  at  an  estimated  value 
of  $50,000. 

VIII.     Equity  of  Liquor  Taxation 

The  analyses  in  the  previous  sections  has  concentrated  on 

developing  alternatives  that  would  realize  approximately  the  same  revenues 

to  the  state  without  raising  the  already  high  prices  to  the  consumer. 

We  have  shown  that  by  replacing  the  present  state  profit  with  increased 

excise  taxes  and  increasing  sales  volume,  the  state  would  realize  only 

$259,330  less  revenue  under  an  open  retail  market  than  with  the  present 

monopoly. 

A  major  issue  that  has  only  been  alluded  to  is  whether  the  present 

tax  on  liquor  and  wine  is  fair  and  equitable.   As  discussed  previously, 

the  markup  plus  tax  on  wine  approximates  80  percent  and  50  percent  on 

liquor.   With  such  inordinate  levies  as  compared  to  other  products, 

questions  arise  as  to  how  fair  or  equitable  the  tax  is.   In  other  words 

the  issue  is  not  on].y  the  dollar  amount  to  be  gained  or  lost  under  a  new 

market  structure  but  whether  the  tax  levy  is  fair.   The  most  definitive 

study  of  the  Montana  liquor  system  addresses  the  issue  as  follows : 

As  to  equity,  the  drinking  public  produces  revenues 
which  support  benefits  which  go  to  non-drinkers.   Neither 
a  "benefit"  nor  an  "ability  to  pay"  principle  applies  to 
those  who  are  "taxed"  and  the  question  of  need  does  not  of 
necessity  apply  to  the  recipients  of  these  benefits.   Thus 
the  (liquor  monopoly)  revenues  ultimately  to  some  extent 
become  random  transfer  payments  from  one  group  to  another. 
This  hardly  seems  a  rational  way  to  run  a  government's 
budget.   A  tax  based  upon  more  commonly  accepted  criteria 
of  equity  would  seem  preferable.  ■'•° 

Other  authors  have  described  the  liquor  excise  tax  as  a  "social 

compromise"  that  is  designed  to  discourage  consumption  without  prohibiting 
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it.  ^  However,  another  public  finance  authority  has  recognized  that 

while  the  excise  tax  is  intended  to  discourage  consumption,  it  seldom 

20 
does.  "  This  is  because  the  quantity  demanded  may  not  be  notably 

lessened  by  higher  taxes  and  prices. 

Mr.  Due  observes  further  that  "Excises.  .  .may  become  devices 
whereby  a  majority  of  the  voters  transfer  tax  burden  from  themselves 
onto  a  smaller  group  that  makes  extensive  use  of  a  certain  commodity, 
justifying  this  behavior  with  a  flimsy  cloak  of  morality  -  'use  of 
liquor  is  sinful , '"'^-'- 

Thus ,  liquor  and  wine  excise  taxes  are  suspect  from  the  standpoint 
of  economic  fairness  and  equity. 

It  should  also  be  noted  that  insofar  as  liquor  and  wine  purchases 
comprise  a  higher  percentage  of  low  income  individuals'  incomes,  the 
tax  and  state  profit  represent  a  regressive  tax. 

Fi-nding  19: 

Regardless  of  whether  the  legislature  ultimately  determines  to 
decontrol  retail  wine  and  liquor  sales,   serious  consideration  should  he 
given  to   lowering  the  present  tax-markup. 

IX.      Social  Costs  Associated  With  Retail  Decontrol 

While  it  may  be  argued  that  even  modest  increases  in  alcohol 
consumption  will  result  in  noticeably  higher  social  costs  (e.g.  cost 
associated  with  crime,  automobile  accidents,  alcoholic  rehabilitation 
programs  etc.),  data  do  not  exist  to  either  support  or  oppose  such  an 
argument . 

In  Montana  there  are  no  reliable  figures  to  either  estimate  the 
number  of  alcoholics  or  the  costs  (or  benefits)  of  alcohol  consumption. 
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Indeed  there  is  no  reliable  definition  of  an  "alcoholic". 

To  the  extent  alcohol  related  crime  data  is  reliable,  it  indicates 
that  "alcohol  related"  crimes  are  primarily  an  Indian  problem.   Since 
1974  Indians  have  committed  over  half  of  "alcohol  related"  crimes. ^^ 

Table  34  shows  the  fluctuation  in  "alcohol  related"  arrests  as 
reported  by  the  Montana  Board  of  Crime  Control. 

Table  34.   Alcohol  Related  Arrests  in  Montana 

1971  10,294 

1972  13,788 

1973  15,966 

1974  13,503 

1975  11,927 

The  decline  since  1973  is  attributed  to  the  decriminalization  of 
drunkeness.   This  legal  change  makes  it  difficult  if  not  impossible  to 
correlate  alcohol  related  offenses  to  alcohol  sales  during  the  past  five 
years . 

A  recent  report  by  the  American  Business  Men's  Research  Foundation 
indicates  that  Montana  has  the  highest  alcoholism  rate  of  any  state. ^-^ 
The  alcoholism  rate  shown  is  two  and  a  quarter  times  the  national  average 
and  38  percent  higher  than  the  next  highest  state. 

Our  review  of  these  statistics  shows  that  they  are  at  best  unreliable, 
at  worst  fictions.   According  to  the  research  foundation,  the  statistics 
were  supplied  by  each  state  in  support  of  its  request  for  federal  fund- 
ing.  There  is  a  built-in  bias  to  have  a  high  figure.   The  chief  of  the 
addictive  diseases  bureau,  Montana  department  of  institutions  indicated 
that  he  did  not  know  how  many  Montana  alcoholics  there  were  and  con- 
firmed that  there  was  no  uniform  definition  among  the  states  of  an 
alcoholic. 
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Nevertheless  it  is  clear  that  Montana  has  problems  concerning 
alcohol  abuse.   A  recent  study  reveals  that  significant  numbers  of 
county  officials  regard  alcohol  abuse  as  the  state's  most  serious  health 
problem. 2^  These  same  officials  indicate  that  alcoholism  rehabilitation 
programs  are  inadequate  in  the  counties  they  serve. 

That  Montana,  like  every  state,  has  problems  associated  with 
alcohol  is  not  questioned.   The  issue  is  what  causes  these  problems. 
The  most  authoritative  and  unbiased  sources  attribute  the  causes  of 
problem  drinking  to  various  sociocultural  factors  such  as  sex,  age, 
ethnic  background,  religious  affiliation,  education  and  occupation 
rather  than  to  the  amount  of  alcohol  sold  per  capita.    Our  study  shows 
a  weak  but  positive  relationship  between  adult  per  capita  sales  of 
alcohol  and  the  reported  rate  of  alcoholism  (correlation  =  .445). 

Another  authoritative  study  found  that  the  liquor  market  structure 
has  minimal  impact  on  the  direct  problems  of  alcohol.  " 

Because  the  excise  tax  would  be  raised  under  decontrol,  and  because 
alcohol  abuse  programs  are  funded  partially  from  the  excise  tax,  revenue 
to  support  alcohol  abuse  programs  would  increase  significantly  under 
decontrol. 

Finding  20: 

The  rate  of  alcohol  abuse  may  he  marginally  inoveased  if  liquor  and 
wine  sales  were  decontrolled.     However^   such  a  minimal  increase  likely 
could  be  more  than  offset  by  altering  the  drinking  age  and  the  marketing 
structure  of  alcohol  on  Indian  reservations. 

Under  a  decontrolled  revenue  structure ,   revenue  for  alcohol  abuse 
programs  would  be  increased  62  percent  by  1980. 
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Footnotes 


1.  Annual  Report  of  Montana  Liquor  Control  Board  for  Year  Ending 
June  30,  1969.   General  fund  revenue  analysis  summary  compiled 
by  office  of  legislative  fiscal  analyst,  from  department  of 
revenue  monthly  collection  report. 

2.  Annual  reports  of  liquor  control  board  and  department  of  revenue 
193A-1975. 

3.  Wine  Marketing  Handbook  1975,  pp.  52-54. 

4.  Wine  Marketing  Handbook  1975.  p.  52  and  54.   The  case  sale  data  was 
adjusted  to  gallons  by  using  a  uniform  factor  of  2.85  gallons  per 
case. 

5.  While  this  equation  is  meaningful  in  getting  a  feel  for  Montana's 
sales  in  relation  to  other  states,  it  is  not  precise.   The  correlation 
explains  74  percent  of  the  variances  between  states.   We  can  be  90 
percent  certain  that  sales  would  be  within  1.081  gallons  of  the 
estimate  and  50  percent  certain  that  sales  would  be  within  .44  gallons 
of  the  estimate. 

6.  Wine  Marketing  Handbook  1975,  p.  58  and  office  of  legislative  fiscal 
analyst  projection. 

7.  Wine  Marketing  Handbook  1975,  p.  58  and  office  of  legislative  fiscal 
analyst  projection. 

8.  Wine  Marketing  Handbook  1975,  p.  58  and  office  of  legislative  fiscal 
analyst  projection. 

9.  FOB  winery  price  determined  from  department  of  revenue  invoices. 
Consumer  prices  reported  in  questionnaire  of  office  of  legislative 
fiscal  analyst. 

10.  DISCUS  1973  Statistical  Review  and  The  Liquor  Handbook  1975,  1976. 

11.  The  Liquor  Handbook  1975,  p.  46  and  1976,  p.  45. 

12.  Monthly  and  annual  summaries  of  sales  to  retail  liquor  dealers, 
Montana  department  of  revenue. 

13.  Questionnaire  developed  by  office  of  legislative  fiscal  analyst. 

14.  Markups  are  calculated  from  FOB  distillery  price  plus  freight  costs 
in  Montana  and  include  all  state  taxes. 

15.  The  markups  are  calculated  on  the  basis  of  the  figures  shown.   Actual 
federal  taxes  are  $1.68  on  fifths  and  $4.20  on  half-gallons.   Why 
the  department  calculates  the  markup  on  a  lower  than  actual  federal 
tax  is  not  knov^m. 

16.  Ibid. 


17.  Montana  department  of  revenue  floor  pricing  schedule. 

18.  Robert  D.  Wheeler,  The  Montana  State  Liquor  System:   A  Case  Study 
in  Public  Monopoly.   Ph.D.  Thesis,  The  University  of  California, 
Riverside  1973,  p.  112. 

19.  James  M.  Buchanan  and  Marilyn  R.  Flowers,  The  Public  Finances. 
Homewood,  Illinois  1975,  p.  382. 

20.  John  F.  Due,  Government  Finance;   Economics  of  the  Public  Sector. 
Homewood,  Illinois  1968,  p.  426. 

21.  Ibid,  p.  383. 

22.  Montana  Board  of  Crime  Control,  Montana  1974,  1975  Arrests  and 
Offenses.   Helena:   1974,  1975. 

23.  American  Business  Men's  Research  Foundation,  Report  on  Alcohol. 
Lansing:   Summer  1975. 

24.  State  Commission  on  Local  Government,  Survey  by  Beth  Richter, 
project  director  public  health  services  study  (unpublished). 

25.  U.S.  Department  of  Health,  Education,  and  Welfare,  Alcohol  and 
Health,  1974- 

26.  New  York  State  Moreland  Commission  on  the  Alcoholic  Beverage  Control 
Law,  Study  Paper  Number  _1;  The  Relationship  of  the  Alcoholic 
Beverage  Control  Law  and  The  Problems  of  Alcohol,  1963. 
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